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HEALTH  INSURANCE  MARKET  REFORM 


TUESDAY,  FEBRUARY  1,  1994 

U.S.  Senate, 
Committee  on  Finance, 

Washington,  DC. 

The  hearing  was  convened,  pursuant  to  notice,  at  10:25  a.m.,  in 
room  SD-215,  Dirksen  Senate  Office  Building,  Hon.  Daniel  Patrick 
Moynihan  (chairman  of  the  committee)  presiding. 

Also  present:  Senators  Baucus,  Rockefeller,  Daschle,  Conrad, 
Packwood,  Roth,  Danforth,  Chafee,  Durenberger,  Grassley,  and 
Hatch. 

[The  press  release  announcing  the  hearing  follows:] 

[Press  Release  No.  H^l,  January  28,  1994] 

Finance  Committee  Sets  Hearing  on  Health  Insurance  Market  Reform 

Washington,  DC — Senator  Daniel  Patrick  Moynihan  (D-NY),  Chairman  of  the 
Senate  Committee  on  Finance,  announced  today  that  the  Committee  will  next  week 
resume  its  series  of  hearings  on  issues  relating  to  health  care  reform.  Senator  Moy- 
nihan stated  that  the  first  of  this  year's  hearings  will  examine  health  insurance 
market  reform. 

The  health  insurance  market  reform  hearing  will  begin  at  10:00  a.m.  on  Tuesday, 
February  1,  1994  in  room  SD-215  of  the  Dirksen  Senate  Office  Building. 

"There  is  much  agreement  that  insurance  market  reforms  are  needed  and  will  be 
a  central  part  of  health  care  reform.  We  will  hear  from  a  number  of  experts  in  the 
field  and  seek  some  consensus  on  these  very  important  issues,"  said  Senator  Moy- 
nihan. 

OPENING  STATEMENT  OF  HON.  DANIEL  PATRICK  MOYNIHAN, 
A  U.S.  SENATOR  FROM  NEW  YORK,  CHAIRMAN,  COMMITTEE 
ON  FINANCE 

The  Chairman.  A  very  good  morning  to  our  distinguished  wit- 
nesses and  our  guests  on  this  the  first  hearing  of  the  Senate  Fi- 
nance Committee  in  the  second  session  of  the  103d  Congress.  The 
session  in  which,  as  I  observe  a  beaming  Senator  Rockefeller,  we 
are  going  to  enact  universal  health  care  coverage  and  health  re- 
form generally,  along  the  lines  that  had  been  proposed  by  a  num- 
ber of  the  distinguished  members  of  this  committee,  whose  legisla- 
tion we  have  before  us,  not  the  least  that  of  Senator  Chafee. 

We  had  an  important  event  yesterday.  It  happens  I  have  just 
come  from  a  meeting  with  the  National  Governors  Association, 
Governor  Rockefeller,  on  the  subject  of  welfare  reform  to  carry  on 
the  work  that  was  done  by  then-Governor  Bill  Clinton  as  Chairman 
and  Governor  Mike  Castle,  now  Representative  Mike  Castle  of 
Delaware.  This  is  a  bipartisan  effort  with  much  energy  and  much 
agreement  with  the  President  that  welfare  is  an  issue  very  closely 
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tied  to  health  care  reform.  To  do  the  former,  you  will  need  to  do 
the  latter. 

The  Governors  had  an  important  meeting  with  the  President  yes- 
terday, as  reported  by  David  Broder  and  William  Clayborne  on  the 
front  page  of  The  Washington  Post,  and  I  can  say  confirmed  in  con- 
versations I  had  at  the  Marriott  Hotel  just  now,  in  which  they  have 
Governor  Clinton  as  saying,  "he  was  as  opposed  to  price  controls" — 
which  is  to  say  premium  caps — "as  they  were  and  had  included 
them  in  his  plan  only  to  satisfy  the  scoring  requirements  of  the 
Congressional  Budget  Office." 

Well,  now  President  Clinton  is  one  of  us.  [Laughter.] 

I  mean,  he  has  come  upon  the  scoring  requirements  of  the  CBO 
and  other  such  matters,  all  of  which  are  very  promising  in  terms 
of  moving  forward  to  a  consensus  in  this  matter.  The  Governors, 
I  just  note,  issued  a  unanimous  bipartisan  statement  calling  for 
health  reform  with  various  details. 

This  morning  we  are  going  to  deal  with  one  of  the  first  issues 
that  arises,  on  which  there  is  a  very  wide  range  of  agreement  that 
we  have  to  act,  and  that  is  health  insurance  market  reform. 

I  would  note  that  our  former  colleague  Senator  Bentsen,  now 
Secretary  of  the  Treasury,  introduced  legislation  along  these  lines 
with  Senator  Durenberger.  I  believe  it  passed  and  it  just  could  not 
make  its  way  all  the  way  to  enactment.  But,  obviously,  this  year 
it  is  going  to  do  so. 

I  think  I  have  talked  enough  already.  I  turn  to  my  colleague  Sen- 
ator Packwood. 

OPENING  STATEMENT  OF  HON.  BOB  PACKWOOD,  A  U.S. 
SENATOR  FROM  OREGON 

Senator  Packwood.  Mr.  Chairman,  you  indicated  yesterday  was 
an  auspicious  day.  Today  is  also.  Today  is  the  day  that  Oregon's 
Medicaid  waiver  plan  goes  into  effect.  We  will  be  bringing  120,000 
Oregonians  who  have  not  been  previously  covered  under  Medicaid. 
We  made  a  tradeoff  and  it  has  had  wide  publicity. 

We  said  we  would  cover  a  lot  more  people.  We  were  covering  way 
below  the  poverty  level,  as  most  States  do.  We  would  bring  it  sig- 
nificantly up  but  we  could  not  cover  everybody  for  everything. 

So  we  set  up  a  health  commission  and  we  prioritized  health  care 
based  upon  effectiveness  of  treatment.  The  common  cold  will  no 
longer  be  treated  on  the  assumption  that  there  really  is  no  effective 
treatment. 

Cosmetic  surgery  for  purely  cosmetic  purposes — you  just  do  not 
like  your  face  and  you  want  to  change [Laughter.] 

The  taxpayer  is  not  going  to  pay  for  it,  even  though  it  might  be 
cost  effective,  more  so  in  some  cases  than  others.  [Laughter.] 

I  was  delighted  to  have  a  hand  in  getting  that  Medicaid  waiver. 
We  tried  and  tried  and  tried  during  the  latter  years  of  the  Bush 
Administration  and  did  not  get  it.  But  to  President  Clinton's  credit 
he  granted  it  and  it  started  today. 

In  this  hearing  today  though  I  am  going  to  focus  on  universality. 
Everybody  says  we  want  it.  I  want  to  make  sure  everybody  wants 
it  or  at  least  is  talking  about  the  same  terms  because  I  find  often 
we  use  the  same  word  and  everybody  does  not  mean  the  same 
thing. 


Second,  about  community  rating  and  how  far  we  should  go  in  it; 
and  do  we  want  to  go  as  far  as  Social  Security,  which  is  the  ulti- 
mate community  rating,  I  guess.  You  pay  the  same  for  it  whether 
you  are  45  or  25,  a  percentage  of  wages.  You  pay  for  it  whether 
you  smoke  or  do  not  smoke.  You  pay  for  it  whether  you  are  sick 
or  healthy. 

Do  we  want  to  move  in  that  direction  in  terms  of  health  insur- 
ance or  do  you  want  to  have  geographic  differences,  and  health  dif- 
ferences, and  age  differences,  and  family  dependency  differences 
and  still  have  community  rating  within  those  differences? 

Those  are  issues  that  I  will  be  posing.  Then,  very  frankly,  asking 
the  witnesses  the  question,  if  you  believe  in  universal  coverage,  can 
we  get  there  without — I  will  call  it  compulsion.  Some  people  call  it 
mandates.  If  we  say  we  want  it,  but  we  are  not  going  to  demand 
it,  enforce  it,  can  we  get  there? 

If  there  is  a  way  to  get  there  without  mandates,  without  compul- 
sion, I  am  all  for  that.  But  if  we  want  it  and  we  cannot  get  there 
without  mandates,  I  would  appreciate  any  suggestion  someone  else 
has  to  get  there. 

Thank  you,  Mr.  Chairman. 

The  Chairman.  Thank  you,  Senator  Packwood. 

Senator  Baucus,  do  you  have  any  suggestions? 

OPENING  STATEMENT  OF  HON.  MAX  BAUCUS,  A  U.S.  SENATOR 

FROM  MONTANA 

Senator  BAUCUS.  Just  one,  Mr.  Chairman.  That  is,  as  we  address 
the  questions  that  Senator  Packwood  and  yourself  raised,  I  think 
there  are  additional  questions.  As  we  move  toward  universality, 
which  I  think  is  a  general  goal  for  all  of  us,  will  insurance  reform 
in  and  of  itself  be  able  to  assure  us  that  premium  costs  will  not 
continue  to  be  too  high  for  too  many  people  and  small  businesses. 

The  next  question  then  is  your  question,  Senator,  and  that  is,  is 
a  mandate,  the  only  way  to  get  toward  this  question  of  cost  con- 
trols. Even  with  mandates,  there  is  still  a  question  on  how  you  as- 
sure that  costs  are  not  too  high  or  out  of  the  reach  still  for  too 
many  people. 

They  are  fundamental  questions,  frankly,  that  I  think  get  to  the 
heart  of  the  matter  for  the  various  health  bills  before  us.  That  is, 
is  insurance  reform  enough?  I  am  not  convinced  that  it  is.  The  next 
question  is,  if  it  is  not  enough,  how  do  you  get  further  down  the 
road?  That  is,  kinds  of  community  rating  that  you  really  want 
without  some  kind  of  compulsion. 

We  have  compulsive  automobile  insurance.  Maybe  someone  is 
suggesting  we  should  not  have  compulsive  automobile  insurance. 
You  know,  let  people  buy  who  want  to  buy,  have  rating  bands  and 
so  forth  for  auto  insurance.  Then  the  next  question  is  cost.  Are 
costs  still  going  to  be  too  high.  And  if  so,  what  do  we  do  about  in- 
suring the  costs  are  not  out  of  reach  for  too  many  small  businesses 
and  too  many  individuals. 

Thank  you. 

The  Chairman.  Thank  you,  Senator  Baucus. 

And  very  well,  Senator  Chafee,  what  are  we  going  to  do? 

Senator  Chafee.  Well,  I  have  outlined  it  in  an  excellent  bill  that 
I  have  submitted  before  this  committee.  [Laughter.] 


OPENING  STATEMENT  OF  HON.  JOHN  H.  CHAFEE,  A  U.S. 
SENATOR  FROM  RHODE  ISLAND 

Senator  Chafee.  Mr.  Chairman,  I  am  delighted  we  are  going  to 
start  on  this.  I  will  just  briefly  say,  one  of  the  questions  I  will  be 
interested  in  hearing  the  answer  to  is:  If  we  go  to  community  rat- 
ing, is  that  going  to  produce  such  a  shock  among  certain  groups, 
say  the  young  people  who  are  currently  getting  their  insurance  at 
a  relatively  lower  cost  is  that  going  to  undermine  support  for  the 
whole  program  that  we  are  involved  in? 

Every  single  one  of  us,  most  of  here  on  this  committee,  lived 
through  the  catastrophic  legislation,  which  was  catastrophic  in 
more  than  one  way,  and  we  saw  a  bill  that  passed  in  the  Senate, 
something  like  88  to  12. 

The  Chairman.  And  it  was  repealed. 

Senator  Chafee.  A  year  later.  And  certainly  none  of  us  want 
that  to  occur  in  this  program.  So  the  question  is,  should  we  plunge 
full  bore  immediately  into  community  rating,  total  community  rat- 
ing, or  should  we  move  into  it  in  somewhat  of  a  more  gradual  fash- 
ion. 

That  would  be  my  question,  Mr.  Chairman. 

The  Chairman.  Thank  you,  Senator  Chafee. 

I  think  it  is  a  question  we  hope  all  of  our  witnesses  will  address. 

Senator  Rockefeller,  you  have  been  much  involved  with  this. 

OPENING  STATEMENT  OF  HON.  JOHN  D.  ROCKEFELLER  TV,  A 
U.S.  SENATOR  FROM  WEST  VIRGINIA 

Senator  ROCKEFELLER.  Thank  you,  Mr.  Chairman.  I  want  to  first 
say  something  that  disturbed  me  when  I  read  it  in  The  Wall  Street 
Journal  this  morning.  There  was  the  implication  that  the  Presi- 
dent's threat  to  veto  a  bill  had  some  relationship  to  the  fact  that 
Senator  Chafee,  who  has  long  been  a  champion  of  universal  cov- 
erage, suddenly  supports  universal  coverage.  I  just  wanted  to  clear 
that  up. 

Senator  Chafee  has  been  here  for  a  very  long  time.  I  do  not  think 
it  takes  the  President's  veto  to  do  that. 

Second,  I  was  not  entirely  pleased  with  the  meeting  that  the 
President  had  yesterday  with  the  Governors,  not  based  upon  just 
what  he  said,  but  based  upon  matters  of  process. 

We  have  some  pretty  good  people  on  health  care  on  this  Finance 
Committee.  The  President  has  made  his  proposal.  It  came  to  the 
Congress  with  a  number  of  political  compromises  in  it,  which  had 
been  made  over  a  period  of  time  during  the  course  of  the  task  force. 
Always  throughout  this  process  there  has  been  the  assumption,  in 
fact  for  many  years,  the  assumption  that  health  care  does  not  work 
unless  you  have  a  combination  of  universal  coverage  and  very  effec- 
tive, tough  cost  containment. 

I  have  been  a  Governor.  I  was  a  Governor  for  8  years.  I  enjoyed 
it.  I  like  Governors.  I  like  to  be  around  Governors,  but  I  am  more 
interested  in  health  care  than  I  am  in  the  collegial  feeling  of  being 
with  Governors. 

The  President  indicated,  as  you  indicated,  that  he  was  opposed 
to  price  control  and  he  sort  of  had  to  do  it  because  of  CBO.  He  also 
appeared  to  indicate — and  I  watched  this  on  McNeil-Lehrer  last 


night,  that  whether  or  not  you  belong  to  an  alliance  was  very  much 
a  matter  of  being  up  in  the  air. 

Senator  Bentsen,  and  I  do  not  disagree  with  him  at  all,  went  be- 
fore the  National  Association  of  Manufacturers  the  other  day  and 
indicated  that  maybe  the  level  did  not  have  to  be  5,000.  And,  in- 
deed, it  does  not  have  to  be  5,000.  But  that  is  my  point. 

The  President  has  proposed  the  legislation.  It  is  "we"  now  in  the 
various  committees  of  Congress,  most  particularly  in  the  Senate  Fi- 
nance Committee,  who  will  dispose  of  this  legislation. 

There  are  people  like  John  Chafee,  and  Dave  Durenberger,  and 
Orrin  Hatch,  and  Jack  Danforth,  and  Bob  Packwood,  just  on  the 
Republican  side,  and  many  on  this  side,  who  have  been  working  on 
health  care  a  very  long  time.  We  have,  as  the  chairman  knows, 
with  his  permission,  a  system  whereby  we  are  meeting  as  Senators 
alone  without  staff.  Our  staffs  have  been  meeting  during  the  re- 
cess. 

We  are  working  towards  reaching  accommodation  on  this.  But 
when  somebody  suddenly  as  important  as  the  President  of  the 
United  States  suddenly  raises  questions  about  cost  containment,  I 
find  that  not  particularly  useful.  So  I  would  caution  him  and  indi- 
cate that  there  would  be,  as  the  Post  or  one  of  the  other  papers  in- 
dicated, it  would  be  more  than  Jim  McDermott  who  will  be  upset 
if  he  starts  making  deals  up  there  when  the  legislation  is  with  us. 

I  will  point  out  that  he  is  speaking  to  the  Governors  at  11:00  on 
health  care.  I  hope  that  others  have  spoken  to  him  and  that  the 
speech  will  be  somewhat  different.  [Laughter.] 

Senator  Rockefeller.  It  is  a  concerning  matter  to  me,  Mr. 
Chairman,  because  I  value  the  level  and  the  depth  of  knowledge 
about  health  care  that  resides  on  this  committee.  And,  it  seems  to 
me,  it  is  on  this  committee  and  others  in  the  Congress  where  we 
have  to  work  out  this  compromise,  and  compromise  there  will  have 
to  be. 

The  Chairman.  Very  well  stated,  sir. 

Could  I  record  that  we  are  being  watched  by  C-SPAN  and  there 
is  still  a  chance  for  the  President  to  have  watched  what  you  just 
said  before  he  goes  over  to  the  Marriott  Hotel. 

Senator  Rockefeller.  I  hope  so. 

The  Chairman.  Now  Senator  Durenberger,  who  has  been  so  very 
much  involved  in  these  matters. 

OPENING  STATEMENT  OF  HON.  DAVE  DURENBERGER,  A  U.S. 
SENATOR  FROM  MINNESOTA 

Senator  Durenberger.  Mr.  Chairman,  if  it  is,  in  fact,  that  we 
still  have  21  minutes,  I  am  not  going  to  take  it  all,  but  I  would  like 
to  affirm  in  perhaps  a  slightly  different  way  what  my  colleague, 
Jay  Rockefeller,  just  said  to  the  President  and  maybe  make  two 
points. 

One,  that  health  care  reform  did  not  start  with  Bill  Clinton  or 
Hillary  Rodham  Clinton,  but  I  am  sure  glad  that  they  took  it  on. 
And  everyone  on  this  side  of  the  aisle  has  always  given  credit  to 
the  President  and  to  Hillary  Rodham  Clinton  for  doing  it. 

The  people  that  are  still  on  this  committee  on  this  side  of  the 
aisle  are  the  original  health  care  reformers.  Bob  Packwood  and  Bob 
Dole  have  been  doing  health  care  reform  since  before  I  got  to  this 
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committee  in  1978.  I  learned  about  how  to  do  it  from  them  and 
they  are  still  here;  and  they  are  still  committed  to  doing  it. 

We  participated  in  1979  in  this  committee  in  defeating  a  regu- 
latory approach  to  cost  containment.  We  then  came  back  in  1983 
when  Senator  Baucus  was  the  ranking  member  of  the  Health  Sub- 
committee and  I  was  lucky  enough  to  be  his  chair,  we  did  DRG's, 
began  the  process  of  putting  prices  on  hospital  products  which  in 
effect  changed  the  nature  of  the  hospital  industry  in  this  country. 

We  followed  that  up  with  Senator  Mitchell  when  he  was  the 
Ranking  Member  of  the  committee  with  Medicare  Catastrophic. 
When  Jay  took  over,  we  did  RBRVS.  We  did  AHCPR.  I  hate  to  use 
these  acronyms.  I  mean,  reform  did  not  begin  this  year  and  it  is 
going  to  take  a  long  step  forward  this  year. 

But  the  reality  of  what  my  colleague  from  West  Virginia  just  said 
is  that  there  are  nonpartisan,  bipartisan  traditional  efforts  to  re- 
form this  system.  And  practically  all  of  them  have  originated  right 
here  in  this  committee  among  the  people  who  are  still  here  to  help 
the  President  and  Mrs.  Clinton  do  it  in  1994,  hopefully  by  August 
15. 

The  second  point  I  would  like  to  make,  Mr.  Chairman,  is  some- 
thing I  have  learned.  I  have  found  that  now  that  I  have  made  the 
decision  not  to  run  for  a  fourth  term,  I  have  learned  a  lot  more 
than  I  thought  when  I  was  thinking  of  myself  as  a  candidate  and 
all  the  rest  of  that  sort  of  thing. 

You  referred  to  the  fact  that  Lloyd  Bentsen  and  I  introduced  the 
small  group  insurance  form  bill  that  actually  passed  the  Senate. 
Two  of  the  things  that  are  valuable  lessons  for  all  of  us  to  learn — 
and  President  Butler,  I  think,  at  Columbia  gets  the  credit  for  say- 
ing this — you  can  either  get  the  job  done  or  you  can  get  the  credit 
for  it. 

In  this  body  we  see,  or  in  politics  in  general  I  guess  we  see,  both 
kinds  of  folks.  I  put  a  high  value  in  getting  the  job  done,  particu- 
larly now  that  I  am  not  running  for  anything.  I  cannot  say  I  always 
felt  that  way.  I  think  I  always  felt  like  I  needed  the  credit  for  these 
things  as  well. 

But  the  second  lesson  I  have  learned  that  is  very  valuable  is,  if 
you  have  a  good  idea  and  you  know  from  your  constituency  that  it 
can  work,  the  best  way  to  assure  its  success  is  to  give  it  away.  I 
just  share  that  with  my  colleagues,  as  at  least  in  my  case  a  proven 
quantity. 

We  have  such  a  reform  before  us  today.  This  began  in  Minnesota 
right  after  the  Pepper  Commission  completed  its  work — the  Rocke- 
feller Commission.  You  talk  about  the  essence  of  compromise  and 
how  to  get  the  job  done,  you  did  it  in  that  Commission  as  you  did 
in  the  Commission  on  Children,  Jay. 

My  staff,  Kathy  Means,  together  with  Dave  Gustufson,  who  was 
then  on  loan  from  the  PBGC,  is  now  back  at  PBGC,  designed  the 
insurance  reform  bill  that  we  are  going  to  be  talking  about  today 
and  that  is  incorporated  in  most  of  these  pieces  of  legislation. 

Passage  of  this,  we  introduced  it  first  as  S.  3260  in  October  of 
1990.  We  refined  the  product  as  S.  700  in  1991.  We  gave  it  away, 
recognizing  political  realities  as  S.  1872  at  the  latter  part  of  1991 
and  the  then-chairman  of  this  committee,  very  committed  to  that, 


as  he  is  today,  passed  it  through  the  Senate  on  at  least  two  occa- 
sions. 

So,  Mr.  Chairman,  I  just  maybe  in  a  different  way  will  say  to  the 
President  that  he  has  done  a  lot  of  compromising  already  with  var- 
ious interests  in  this  health  care  reform  bill  I  think  for  the  elderly 
and  the  unions.  It  is  kind  of  now  the  time  where  we  all  get  into 
the  effort  of  working  this  thing  out. 

I  am  pleased  with  the  progress  that  is  being  made.  I  am  pleased 
with  what  the  Governors  are  doing  and  others  are  doing.  But  I  do 
want  to  say  in  respect  to  my  colleagues  in  this  committee,  as  you, 
Mr.  Chairman,  know  so  well,  that  there  is  a  capacity  here  and 
there  is  certainly  a  commitment  over  20  years  here  to  get  this  job 
of  health  care  reform  done  and  to  do  it  this  year. 

[The  prepared  statement  of  Senator  Durenberger  appears  in  the 
appendix.] 

The  Chairman.  Very  properly  stated,  sir,  if  I  may.  And  just  for 
those  who  may  have  missed  it,  AHCPR  is  the  Agency  for  Health 
Care  Policy  Research;  PBGC  is  the  Pension  Benefit  Guaranty  Cor- 
poration. [Laughter.] 

Senator  Grassley? 

Senator  CHAFEE.  How  about  RBRVS?  [Laughter.] 

Senator  Grassley.  Mr.  Chairman,  if  it  will  not  disappoint  you, 
I  am  going  to  pass  for  an  opening  statement. 

The  Chairman.  Sir,  there  is  plenty  of  time. 

Senator  Hatch? 

OPENING  STATEMENT  OF  ORRIN  G.  HATCH,  A  U.S.  SENATOR 

FROM  UTAH 

Senator  Hatch.  Mr.  Chairman,  I  thank  you  for  holding  the  hear- 
ings on  health  insurance  market  reform.  I  think  they  are  impor- 
tant. I  look  forward  to  hearing  the  witnesses  today. 

But  I  hope  today's  session  will  prove  a  positive  one.  I,  for  one, 
for  instance,  have  been  distressed  that  insurers  have  become  the 
bad  guys  around  here.  In  fact,  the  health  insurance  industry  pro- 
vides a  very  high  level  of  service  at  a  very  low  profit  margin. 

True,  there  are  problems  with  health  insurance,  as  I  believe  our 
witnesses  will  readily  recognize  today.  For  instance,  last  week  Mrs. 
Michelle  Brown  of  Salt  Lake  City  visited  my  office.  Her  husband, 
Larry,  had  lost  his  health  insurance  3  months  ago,  after  having 
been  diagnosed  with  AIDS. 

Mrs.  Brown  came  not  to  seek  fault,  although  she  surely  had  some 
reason  to  do  so,  but  ask  bravely  for  improvements  in  the  system. 
The  improvements  that  she  sought  will  make  certain  that  other 
mothers  and  children  do  not  have  to  risk  financial  security  to 
scramble  for  credit  in  order  to  pay  for  the  comfort  and  care  of  their 
critically  ill  loved  one. 

That  is  a  problem  in  the  system  that  we  need  to  fix  and  we  are 
all  trying  to  get  about  that  in  the  United  States  Senate.  But  that 
does  not  mean  that  the  system  is  irretrievably  broken. 

In  all  our  rush  to  find  fault,  we  seem  to  be  ignoring  the  fact  that 
the  majority  of  our  population  has  good  health  insurance  and  our 
aim  should  be  to  correct  the  deficiencies  and  reform  the  process. 

Several  of  the  bills  before  this  committee  improve  on  that.  For 
example,  by  guaranteeing  issue  and  allowing  for  preexisting  condi- 
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tions  that  will  give  millions  of  Americans  the  security  of  knowing 
that  they  can  obtain  and  retain  their  health  insurance  whether 
they  become  sick  or  they  change  jobs. 

That  being  said,  I  want  to  say  I  look  forward  to  hearing  the  testi- 
mony of  our  experts  here  today.  I  appreciate  you  holding  these 
hearings  and  I  think  we  are  well  on  our  way  to  trying  to  resolve 
some  of  these  problems. 

The  Chairman.  Thank  you,  Senator  Hatch. 

May  I  just  also  note  for  the  record  that  the  sequence  of  topics 
which  we  will  be  holding  hearings  on  has  been  worked  out  between 
our  staffs  on  both  sides  of  the  aisle.  Senator  Packwood  and  I  asked 
that  we  proceed  this  way  on  issue-by-issue  rather  than  bill-by-bill. 

So  now  Senator  Danforth. 

OPENING  STATEMENT  OF  HON.  JOHN  C.  DANFORTH,  A  U.S. 
SENATOR  FROM  MISSOURI 

Senator  DANFORTH.  Mr.  Chairman,  this  is  a  very  interesting 
topic.  I  think  that  the  most  interesting  question  is  whether  insur- 
ance reforms  have  the  effect  of  removing  incentives,  financial  in- 
centives certainly,  for  people  to  try  to  stay  well. 

I  have  supported  the  idea  of  insurance  reforms.  Now  I  made  a 
speech  in  Springfield,  Missouri  not  long  ago  on  this  subject,  touting 
the  importance  of  health  care  reform  and  insurance  reform,  among 
others,  community  rating. 

Then  at  the  end  of  the  speech  in  the  question  and  answer  period, 
the  manager  of  a  small  business  raised  his  hand  and  said,  you 
know,  at  our  business  we  try,  and  we  make  a  big  effort,  trying  to 
keep  people  healthy.  Should  we  not  be  encouraged  to  do  that? 

I  think  that  the  answer  to  that  question  should  be  yes.  I  am  won- 
dering if  that  goal  is  in  conflict  with  what  we  are  trying  to  do  oth- 
erwise in  this  legislation.  I  will  be  interested  in  hearing  from  the 
witnesses. 

The  Chairman.  You  certainly  will.  Another  subject  for  our  wit- 
nesses. 

Senator  Conrad? 

OPENING  STATEMENT  OF  HON.  KENT  CONRAD,  A  U.S. 
SENATOR  FROM  NORTH  DAKOTA 

Senator  CONRAD.  Thank  you,  Mr.  Chairman.  I  just  spent  5  weeks 
at  home  in  North  Dakota  going  from  one  town  to  another  and 

The  Chairman.  Snowdrift  to  snowdrift. 

Senator  Conrad.  Snowdrift  to  snowdrift.  We  had  plenty  of  that — 
51  inches  in  my  hometown.  I  did  a  lot  of  listening  to  the  people  of 
my  State,  and  a  lot  of  listening  on  this  subject,  because  it  is  very 
important  to  the  people  of  North  Dakota,  as  I  know  it  is  to  the  peo- 
ple of  all  the  States  represented  around  this  table. 

Over  and  over  what  people  were  saying  to  me  is  universal  cov- 
erage is  important  to  them.  They  also  talked  about  the  skyrocket- 
ing costs  because  we  have  just  learned  from  Families  USA  that 
North  Dakota  has  the  highest  proportion  of  its  citizens'  income 
going  for  health  care  of  any  State  in  the  nation.  We  are  number 
one. 

That  is  putting  enormous  pressure  on  the  budgets  of  families, 
businesses,  and  even  of  governments  because  it  is  the  fastest  grow- 
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ing  part  of  the  budgets  of  every  level  of  government.  So  I  want  to 
start  this  series  of  hearings  by  saying  cost  containment  is  some- 
thing I  am  going  to  be  looking  at  and  feel  strongly  about.  It  is  criti- 
cally important  that  we  accomplish  that  as  we  proceed. 

I  also  have  heard  over  and  over  from  the  people  of  my  State 
streamline  and  simplify.  Streamline  and  simplify.  People  are  very 
concerned  that  the  superstructure  that  is  part  of  the  President's 
plan  needs  to  be  simplified  and  streamlined.  So  those  will  be  guid- 
ing goals  for  me  as  we  move  through  this  process. 

I  appreciate  very  much,  Mr.  Chairman,  your  calling  this  set  of 
hearings.  I  think  you  have  done  a  splendid  job,  along  with  others, 
of  organizing  them. 

The  Chairman.  Thank  you,  Senator  Conrad. 

And  finally,  Senator  Roth. 

OPENING  STATEMENT  OF  HON.  WILLIAM  V.  ROTH,  JR.,  A  U.S. 

SENATOR  FROM  DELAWARE 

Senator  Roth.  Well,  thank  you,  Mr.  Chairman.  Let  me  join  in 
congratulating  you  for  the  series  of  very  important  hearings  that 
you  have  scheduled  throughout  the  spring. 

I  will  be  very  brief.  I  just  would  like  to  make  one  comment,  how- 
ever, on  a  proposal  that  I  have  made  the  last  2  years  to  point  out 
that  the  one  issue  the  President  underscored  in  the  State  of  the 
Union  Address  was,  of  course,  universal  coverage  for  all  Americans. 

There  has  also  been  a  great  deal  of  discussion  that  we  should 
make  available  to  the  public  the  coverage  we  have  here  in  the  Con- 
gress and  the  Executive  Branch.  What  my  proposal  has  been  is  to 
open  up  the  Federal  Employee  Health  Benefit  Program  to  small 
businesses  and  others  that  are  not  covered. 

It  has  been  estimated  that  by  opening  up  the  Federal  plan  under 
my  proposal,  we  could  cover  as  many  as  10  million  additional  in- 
sured. So  I  think  this  is  a  very  important  proposal  that  does  help 
extend  coverage  without  creating  any  major  new  bureaucracy.  It 
does  make  available  to  the  public  at  large  what  we  now  have. 

I  would  also  say,  Mr.  Chairman,  my  proposal  would  incorporate 
small  business  insurance  market  reform,  which  I  think  is  critically 
important.  I  will  be  talking  about  it  further. 

The  Chairman.  We  look  forward  to  that. 

Well,  now  just  about  on  schedule  we  begin  our  distinguished  wit- 
nesses. They  are  Dr.  William  Custer.  Gentlemen,  you  know  who 
you  are,  come  on  up.  Dr.  William  Custer,  Dr.  David  Helms. 

Dr.  Custer  is  the  Director  of  Research  of  the  Employee  Benefit 
Research  Institute;  Dr.  Helms  is  President  of  the  Alpha  Center,  a 
research  group  here  in  Washington,  DC;  and  Salvatore  Curiale,  the 
distinguished  Superintendent  of  Insurance  in  the  State  of  New 
York,  where  community  rating  has  just  been  adopted  and  we  are 
going  to  hear  from  the  first  State  who  has  done  it. 

In  accordance  with  our  listing  here,  Dr.  Custer,  would  you  begin. 
We  will  hear  each  of  you.  If  you  could  keep  yourselves  to  our  tim- 
ing here.  Then  we  will  have  time  for  questions.  Good  morning. 
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STATEMENT  OF  WILLIAM  S.  CUSTER,  PH.D.,  DIRECTOR  OF  RE- 
SEARCH, EMPLOYEE  BENEFIT  RESEARCH  INSTITUTE,  WASH- 
INGTON, DC 

Dr.  Custer.  Good  morning.  Thank  you,  Mr.  Chairman. 

The  Chairman.  All  statements  will  be  placed  in  the  record  as  if 
read. 

Dr.  CUSTER.  I  represent  the  Employee  Benefit  Research  Insti- 
tute. We  are  a  nonprofit,  nonpartisan  public  policy  research  organi- 
zation whose  mission  is  to  provide  objective  analysis  of  health  care, 
retirement  income  security  and  other  work  force  issues. 

The  last  5  years  we  have  tabulated  and  published  estimates  for 
the  sources  of  health  insurance  coverage,  from  the  March  Supple- 
ment to  the  Census  Bureau's  current  population  survey.  The  latest 
available  data  is  the  March  1993  survey  which  has  data  and  health 
insurance  coverage  for  1992. 

In  1992  71  percent  of  non-elderly  Americans,  that  is  Americans 
under  the  age  of  65,  had  private  health  insurance;  and  62.5  percent 
had  coverage  through  an  employment-based  plan.  While  the  major- 
ity of  Americans  continue  to  be  covered  through  an  employment- 
based  system,  that  source  of  coverage  is  eroding  for  many  groups, 
especially  those  who  live  in  low-income  families  or  work  for  small 
employers. 

Between  1988  and  1992  4.2  million  more  Americans  were  unin- 
sured. The  number  of  uninsured  increased  by  2.2  million  between 
1991  and  1992  alone.  The  number  of  non-elderly  Americans  with 
employment-based  coverage  in  1992  is  138  million,  a  decrease  from 
139  million  in  1991. 

Now  there  has  been  some  confusion  about  numbers  of  people 
without  health  insurance  in  this  country.  I  would  like  to  take  a  lit- 
tle time  to  clear  that  up.  Most  researchers  familiar  with  this  cur- 
rent population  survey  agree  that  it  gives  estimates  of  the  sources 
of  coverage  at  a  point  in  time  during  1992. 

Another  Census  data  survey,  the  Survey  of  Income  and  Program 
Participation  follows  a  smaller  group  of  individuals  over  a  2V2  year 
period.  The  latest  available  data  from  SIPP  is  from  1987. 

Adjusting  those  number  from  SIPP  for  population  growth  and  in- 
creases in  the  number  of  uninsured  to  make  them  comparable  to 
the  1992  current  population  survey  yields  estimates  that  25  million 
Americans  were  uninsured  for  the  entire  year  of  1992;  38  million 
Americans  were  uninsured  at  any  given  day  during  1992;  and  58 
million  Americans  were  uninsured  for  some  portion  of  1992. 

Turning  back  to  the  estimates  from  the  current  population  sur- 
vey, we  found  that  increases  in  a  number  of  individuals  on  health 
insurance  are  greatest  among  those  whose  family  had  worked  for 
a  small  firm. 

Between  1991  and  1992  42  percent  of  the  additional  2.2  million 
individuals  without  coverage  were  in  families  where  the  family  had 
worked  for  an  employer  with  fewer  than  25  employees.  An  addi- 
tional 15  percent  were  in  families  in  which  the  family  had  worked 
for  an  employer  with  between  25  and  99  employees. 

The  clients  in  the  employment-based  health  insurance  coverage 
were  somewhat  offset  by  increases  in  number  of  Americans  with 
coverage  through  a  public  source.  In  1992  33.4  million  non-elderly 
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Americans  received  public  coverage  compared  with  26.2  million  in 
1989. 

The  increase  in  public  coverage  is  due  in  part  to  increases  in 
Medicaid  coverage  for  children  and  pregnant  women  and  in  part 
due  to  the  effects  of  the  recessions,  which  pushed  people's  incomes 
to  a  level  where  they  become  eligible  for  Medicaid  coverage. 

Not  surprisingly,  workers  are  much  more  likely  to  have  coverage 
from  an  employment-based  plan  than  nonworkers.  Seventy  percent 
of  workers  were  covered  by  an  employment-based  plan  compared  to 
only  37  percent  of  nonworkers. 

In  addition,  77  percent  of  individuals  and  families  headed  by  a 
full-time,  full-year  worker  were  covered  by  group  health  plans  com- 
pared with  37  percent  of  those  in  families  headed  by  other  types 
of  workers  and  16  percent  of  the  individuals  in  families  headed  by 
a  nonworker. 

Workers  will  also  more  likely  be  covered  by  an  employment- 
based  health  plan  if  they  work  for  a  larger  employer.  Premium 
costs  are  lower  for  larger  employer  plans  because  they  are  able  to 
spread  the  administrative  costs  over  more  individuals  and  the  risks 
are  pooled  over  more  individuals. 

Only  23  percent  of  self-employed  workers  and  22  percent  of  work- 
ers in  firms  with  fewer  than  10  employees  were  covered  through 
a  group  health  insurance  plan  sponsored  by  their  own  employer, 
compared  with  70  percent  of  workers  and  firms  with  1,000  or  more 
employees. 

Income  is  also  related  to  health  insurance  coverage.  In  general, 
individuals  with  higher  levels  of  income  are  more  likely  to  be  cov- 
ered by  private  health  insurance.  In  1992  only  16  percent  of  indi- 
viduals with  families'  income  below  $5,000  a  year  were  covered  by 
private  health  insurance  compared  with  92  percent  of  families  with 
family  income  of  $50,000  or  more. 

Among  the  38.5  million  Americans  who  were  without  health  in- 
surance in  a  given  day  in  1992,  most  were  working  adults — 57  per- 
cent— while  the  rest  were  children  or  nonworking  adults.  The  unin- 
sured live  in  families  that  are  low  income  and  employed  by  small 
employers  as  I  just  said. 

Over  60  percent  of  the  uninsured  live  in  families  with  total  a 
family  income  of  less  than  twice  the  rate  of  poverty  level;  51  per- 
cent of  the  uninsured  live  in  families  whose  family  head  works  for 
an  employer  with  less  than  100  employees.  The  uninsured  also 
tend  to  be  young.  About  25  percent  of  the  uninsured  are  children 
under  the  age  of  18. 

But  even  among  adults,  the  uninsured  tend  to  be  younger  than 
those  with  coverage.  Twenty-seven  percent  of  those  aged  18  to  29 
were  without  health  insurance  coverage  in  1992  and  that  group 
comprised  40  percent  of  the  uninsured  adults. 

In  every  age  category,  men  are  more  likely  to  be  uninsured  than 
women,  with  the  exception  of  that  group  between  the  ages  of  55 
and  64.  That  age  group  is  more  likely  to  have  coverage  than  young- 
er groups,  but  women  are  more  likely  to  be  uninsured  in  that  age 
group  than  men. 

The  characteristics  of  the  uninsured  will  be  an  important  deter- 
minant of  the  impact  of  health  insurance  reforms.  Age  and  gender 
and  to  some  extent  income  are  good  predictors,  are  important  pre- 
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dictors,  of  risk.  An  income,  of  course,  affects  the  ability  and  the 
willingness  of  individuals  to  purchase  coverage. 

Thank  you  very  much. 

The  Chairman.  Thank  you,  Dr.  Custer,  for  an  exemplary,  suc- 
cinct, informative  and  stimulating  presentation. 

[The  prepared  statement  of  Dr.  Custer  appears  in  the  appendix.] 

The  Chairman.  Dr.  Helms,  would  you  proceed,  sir? 

STATEMENT  OF  W.  DAVID  HELMS,  PH.D.,  PRESIDENT,  ALPHA 

CENTER,  WASHINGTON,  DC 

Dr.  Helms.  Mr.  Chairman,  distinguished  members  of  the  Senate 
Finance  Committee,  I  have  been  asked  to  review  the  results  of  pub- 
lic/private partnerships  which  began  in  the  late  1980's  to  expand 
health  insurance  to  the  working  uninsured. 

As  you  have  heard,  I  am  President  of  the  Alpha  Center,  which 
is  a  nonprofit  and  nonpartisan  center  which  provides  policy  and 
technical  assistance  to  State  and  Federal  Governments  and  Foun- 
dations. 

I  began  serving  as  the  National  Program  Director  for  the  Health 
Care  for  the  Uninsured  Program  in  1986,  and  now  direct  the  State 
initiatives  in  health  care  reform  program  for  the  Robert  Wood 
Johnson  Foundation. 

I  reviewed  the  results  in  my  written  testimony.  These  are  the  re- 
sults of  very  dedicated  community  leaders  who  have  worked  very 
hard  to  improve  the  affordability  and  accessibility  for  the  health  in- 
surance for  the  working  uninsured  using  voluntary,  noncompulsory 
strategies. 

It  is  important  to  understand  the  policy  context  in  which  these 
projects  operated.  The  States  were  already  fiscally  strapped  with 
funding  Medicaid  expansions  and  they  were  eager  to  find  ways  to 
entice  employers  to  offer  health  insurance  to  their  employees. 

The  projects  worked  in  an  environment  with  extensive  medical 
underwriting,  where  that  was  the  norm  for  small  firms  and  their 
employees.  There  was  certainly  not  the  attention  we  have  today  on 
the  health  insurance  crisis  and  the  need  for  more  comprehensive 
reform. 

Today,  policy  makers  must  make  a  fundamental  choice  about 
how  to  expand  health  insurance  coverage  to  the  uninsured.  Given 
that  the  majority  of  Americans  currently  get  their  health  insurance 
through  employers  some  believe  that  universal  coverage  could  be 
achieved  by  encouraging  non-insuring  firms  to  purchase  it  for  their 
employees  voluntarily,  thereby  avoiding  the  need  for  compulsion  or 
mandates. 

This  testimony  reviews  the  results  from  the  health  care  for  unin- 
sured program  and  other  recent  State  programs,  including  in  New 
York,  California  and  Oregon,  that  tested  the  viability  of  an  array 
of  voluntary  initiatives,  including  direct  and  indirect  subsidies,  tax 
credits,  limited  benefit  plans — including  very  limited  on  "bare- 
bone"  products — and  buying  cooperatives. 

The  results  taken  in  the  aggregate  and  compared  to  the  mag- 
nitude of  the  problem  were  quite  disappointing.  But  don't  tell  that 
to  these  who  were  able  to  obtain  health  insurance  coverage  through 
these  subsidized  programs.  It  is  the  proverbial  glass  half  empty, 
glass  half  full. 
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So  if  we  are  not  able  to  do  universal  coverage,  I  believe  that  the 
following  minimal  incremental  steps  must  pursued:  small  group  in- 
surance reforms,  voluntary  health  insurance  buying  cooperatives 
for  the  small  groups,  subsidies  for  low-income  workers  and  their 
families,  assurance  of  affordable  individual  coverage  for  part-time 
workers  and  others  not  covered  by  employer-sponsored  plans  and 
expansion  of  Medicaid  coverage  for  all  those  up  to  100  percent  of 
the  poverty  level. 

Policymakers  should  clearly  understand  that  while  more  of  the 
uninsured  would  be  covered  through  these  incremental  steps,  the 
goal  of  universal  coverage  will  still  not  be  achieved. 

The  critical  question  raised  by  these  voluntary  efforts  to  entice 
small  employers  to  purchase  health  insurance  for  their  employees 
is:  Why  do  they  not  work?  Some  employers  reported  that  they 
feared  that  State  Governments  would  retract  the  subsidies  when 
they  faced  hard  economic  times.  I  am  sorry  to  report  they  were 
right,  as  evidenced  by  what  happened  in  Maine,  Michigan  and  Wis- 
consin when  they  withdrew  the  subsidies. 

It  could  be  argued  that  these  projects  did  not  test  whether  sub- 
sidies greater  than  50  percent  would  achieve  a  better  response.  But 
this  would  be  costly  for  the  public  sector  and  certainly  for  States 
alone.  And  from  the  experience  outlined  in  this  testimony,  it  would 
be  disappointing  as  well. 

The  fact  that  these  uninsured  workers  in  small  firms,  as  you 
have  just  heard,  are  primarily  low-wage  workers  means  that  they 
will  have  to  be  heavily  subsidized.  Unfortunately,  there  is  little  evi- 
dence that  voluntary  efforts  alone  will  close  the  gap. 

These  projects  achieved  a  very  small  market  penetration.  Even 
with  subsidies  from  30  to  60  percent  of  the  prevailing  rate  of  insur- 
ance, these  projects  were  only  able  to  get  a  market  penetration  in 
the  best  case  of  about  17  percent  of  the  uninsured  small  firms. 

Universal  coverage  cannot  be  achieved  voluntarily.  This  is  why 
many  States  moved  on  to  more  comprehensive  reforms. 

While  there  are  unique  circumstances  in  each,  the  States  faced 
a  continued  escalation  in  cost  and  ever  increasing  number  of  unin- 
sured and  a  recognition  that  our  employer-based  system  was  break- 
ing down — the  number  receiving  coverage  through  that  mechanism 
is  declining. 

But  more  important,  the  States  realized  that  simply  doing  these 
incremental  steps — e.g.,  Medicaid  expansion,  subsidized  programs 
and  small  market  insurance  reforms — were  not  going  to  achieve 
the  goal  of  universal  access,  which  they,  too,  very  much  want  to 
achieve.  It  is  why  they  are  looking  at  more  comprehensive  reforms. 

I  hope  it  is  time  in  this  country  to  make  the  commitment  to  uni- 
versal access  for  the  reason  that  it  is  simply  the  right  thing  to  do. 
But  it  is  also  pragmatically  the  best  way  to  make  a  system  of  man- 
aged competition  work  or  to  impose  expenditure  limits  should  that 
become  necessary. 

Thank  you,  Mr.  Chairman. 

The  Chairman.  Thank  you,  Dr.  Helms.  That  is  very  helpful,  spe- 
cific experimental  data,  which  is  very  important  to  this  committee. 

[The  prepared  statement  of  Dr.  Helms  appears  in  the  appendix.] 

The  Chairman.  As  you  say,  States  have  been  facing  the  dilem- 
mas which  you  encountered  and  have  moved  to  more  comprehen- 
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sive  arrangements,  of  which  New  York,  I  believe,  is  the  first,  sir, 
you  tell  us  to  establish  community  rating  on  a  statewide  basis.  In 
any  event,  you  have  just  done. 
Mr.  Curiale,  we  welcome  you  this  morning. 

STATEMENT  OF  SALVATORE  R.  CURIALE,  NEW  YORK  STATE 
SUPERINTENDENT  OF  INSURANCE,  NEW  YORK,  NY 

Mr.  Curiale.  Thank  you,  Mr.  Chairman,  and  members  of  the 
committee.  It  is  an  honor  to  be  asked  to  talk  about  New  York's  ex- 
periences in  small  group  health  insurance  market  reform. 

You  are  very  correct.  In  July  of  1992,  New  York  enacted  commu- 
nity rating,  open  enrollment  legislation  which  required  all  insurers, 
including  HMO's  who  were  writing  insurance  in  the  small  group 
and  individual  market,  to  practice  open  enrollment,  which  simply 
is  to  take  everyone  and  to  rate  on  a  community  rated  basis,  which 
means  you  average  everyone  together.  You  do  not  vary  in  your  rat- 
ing on  the  basis  of  their  age,  their  sex,  their  occupation  or  their 
health  status. 

The  Chairman.  Sir,  could  I  just  interrupt  to  thank  you  for  some- 
thing I  hope  we  could  encourage  in  these  hearings,  which  is  that 
the  experts  who  know  what  they  are  talking  about  explain  these 
terms.  They  are  not  instantly  clear  to  everyone. 

Community  rating  means  everybody  has  the  same  price. 

Mr.  Curiale.  Rate. 

The  Chairman.  Rate. 

Mr.  Curiale.  Price.  Premium.  Everybody  is  charged  the  same. 

The  Chairman.  Premium  is  a  bill,  right?  You  get  your  premium 
in  the  mail.  It  is  your  bill. 

Mr.  Curiale.  That  is  correct,  Senator.  Unfortunately,  sometimes 
these  terms  are  used  interchangeably  and  equally  misunderstood 
on  both  sides. 

Senator  Packwood.  Can  I  ask  a  question? 

The  Chairman.  Yes,  Senator  Packwood. 

Senator  Packwood.  Because  I  want  to  make  sure  I  understand. 
You  have  two  markets.  You  have  a  large  employer  market  and  a 
small  employer  market. 

Mr.  Curiale.  That  is  correct. 

Senator  Packwood.  Each  of  them  are  community  rated,  I  take 
it. 

Mr.  Curiale.  No.  The  large  group  market  tends  to  be  experience 
rated. 

Senator  Packwood.  Okay. 

Mr.  Curiale.  But  because  of  the  size  of  the  group,  in  effect  if  the 
group  is  large  enough  and  you  are  rating  it  on  its  experience,  it  is 
averaged.  So  it  is  much  more  crucial  to  have  community  rating 
when  you  have  small  groups  and  individuals. 

Senator  Packwood.  In  this  small  group,  there  is  no  variance, 
whether  you  are  single  or  married,  whether  you  have  dependents 
or  no  dependents.  You  pay  the  same  premium  per  employee. 

Mr.  Curiale.  Yes.  You  are  averaged  in  with  others  like  you. 
There  is  no  variance. 

Senator  Packwood.  Now,  wait  a  minute.  "Others  like  you"  or 
you  are  averaged  in  with  everybody? 
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Mr.  Curiale.  Everyone  that  has  the  same  contract  in  the  same 
geographical  area  is  averaged  in  and  you  pay  the  same  rate. 

Senator  Packwood.  Then  I  am  confused.  I  thought  you  said  this 
was  statewide  community  rating.  You  have  all  of  a  sudden  said  ge- 
ographic. 

Mr.  Curiale.  Yes.  It  is  statewide,  but  it  is  definitely  broken 
down  into  geographic  areas.  The  insurers  have  different  geographic 
areas  which  generally  relate  to  at  least  the  size  of  a  county. 

Senator  Packwood.  Will  you  have  different  prices  in  different 
areas? 

Mr.  Curiale.  Yes,  absolutely. 

Senator  PACKWOOD.  So  it  is  not  State-wide  community  rating? 

Mr.  Curiale.  Well,  you  know,  it  is  a  matter  of  semantics.  It  is 
State-wide,  but  it  is  broken  down  in  terms  of  geography.  If  I  had 
had  my  druthers  in  terms  of  an  insurance  person,  I  would  love  to 
see  State-wide  community  rating  with  the  State  being  one  commu- 
nity. 

But  you  must  recognize  that  there  are  different  costs,  expenses, 
facilities  in  different  parts  of  the  States.  And  politically,  it  is  al- 
most impossible  to  get  the  whole  State  to  say,  yes,  we  will  be  one 
community. 

Senator,  when  you  ask  the  question,  am  I  my  brother's  keeper, 
invariably  you  get  the  answer  no. 

Senator  PACKWOOD.  Because  I  went  to  law  school  at  NYU  and 
I  realize  that  Schenectady  does  not  think  of  itself  as  New  York 
City. 

Mr.  Curiale.  They  do  not  think  of  themselves  as  the  same  com- 
munity. 

Senator  Packwood.  I  have  a  last  question.  I  apologize  for  inter- 
rupting. Let  us  just  say  you 

The  Chairman.  No,  let  us  get  this  clear. 

Senator  PACKWOOD.  Now  we  are  in  the  same  geographic  area,  or 
Schenectady  or  whatever  the  area  is. 

Mr.  Curiale.  Right. 

Senator  Packwood.  A  45  year  old  adult  male  who  is  chronically 
sick,  who  is  married  and  has  got  seven  kids,  is  it  the  same  for  a 
policy  as  a  healthy  21  year  old  single  person? 

Mr.  Curiale.  Yes. 

Senator  Packwood.  Okay.  Thank  you. 

Mr.  CURIALE.  Because  that  21  year  old  might  have  a  child  tomor- 
row with  diabetes. 

Senator  Packwood.  No,  I  understand. 

Mr.  Curiale.  If  he  is  lucky,  he  gets  older  and  ultimately  it  is  bet- 
ter for  society  if  it  is  all  in  one  pot.  That  is  our  view  in  New  York. 

The  Chairman.  I  believe,  sir,  that  this  began  in  Monroe  County 
with  the  City  of  Rochester,  did  it  not? 

Mr.  Curiale.  Rochester  is  always  pointed  to  as  a  great  example 
of  community  rating.  What  makes  Rochester  so  great  is  that  the 
Blue  Cross/Blue  Shield  plan  there  community  rates,  but  the  major 
employers  in  Rochester,  rather  than  self-insuring,  which  might  be 
to  their  benefit,  have  joined  in  the  community  and  have  put  all 
their  employees  into  the  pot  so  that  the  law  of  large  numbers, 
which  all  insurance  is  based  on,  the  spreading  of  the  risk,  and 
there  are  other  insurance  principles  like  risk  selection  which  we 
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think  are  abhorrent  to  health  insurance  coverage,  but  in  Rochester 
I  think  it  is  Kodak  and  some  of  the  other  major  employers,  rather 
than  self-insuring,  have  decided  to  join  in  with  the  Blues.  That  is 
why  they  have  such  a  healthy  community. 

The  Chairman.  I  do  not  want  to  take  advantage  of  the  Chair 
here,  but  could  I  just  say  to  my  colleagues,  and  I  believe  it  is  the 
case,  sir,  that  Blue  Cross/Blue  Shield  coverage  in  Rochester  is  two- 
thirds  the  average  for  the  nation.  And  in  no  sense  is  it  a  skimpy 
arrangement  at  all. 

Mr.  Curiale.  Yes.  And  part  and  parcel 

The  Chairman.  Is  that  the  case? 

Mr.  Curiale.  That  is  correct,  Senator.  And  part  and  parcel  of 
their  success  is  that  because  this  major  employer  takes  part  in  the 
community  pool  of  the  Blues,  they  also  take  part  in  planning 
health  care,  in  cost  containment,  and  it  is  a  very  worthwhile  situa- 
tion there. 

To  go  on,  the  law  also  provided  for  portability  of  pre-existing  con- 
dition waiting  period  so  that  if  you  were  insured  with  one  insurer 
and  changed  to  another  insurer  and  you  are  continuously  insured, 
and  by  that  it  is  denned  as  being  at  least  within  60  days  you  go 
to  another  insurer,  you  will  not  have  to  have  another  waiting  pe- 
riod. Your  pre-existing  conditions  will  be  covered. 

This  has  cured  job  lock,  the  so-called  phenomenon  where  people 
are  afraid  to  change  jobs  because  they  are  afraid  that  when  they 
join  a  new  insurer  they  will  not  be  able  to  have  coverage. 

There  is  also  in  the  bill — there  are  many  other  provisions,  but  I 
am  trying  to  hit  the  highlights.  There  is  a  risk  adjustment  mecha- 
nism which  attempts  to  convince  insurers  that  they  should  be  stay- 
ing in  the  market.  It  adjusts  risks  based  upon  demographics — age, 
sex — and  family  coverage  that  different  insurers  have,  recognizing 
that  age  and  sex  has  a  great  influence  on  the  morbidity  and,  there- 
fore, the  cost  of  the  various  pools. 

It  also  has  a  pool  which  is  based  on  specified  medical  conditions 
which  include  transplants,  both  organ  transplants  and  bone  mar- 
row transplants,  neonates,  low-weight  babies  which  are  very,  very 
expensive  to  treat,  people  who  become  dependent  upon  respirators 
and  AIDS  patients. 

So  what  that  tries  to  do  is,  since  we  are  having  open  enrollment 
and  community  rating  and  since  insurers  have  to  take  everyone, 
we  have  an  adjustment  mechanism  which  will  prevent  insurers 
from  being  adversely  selected  against  and  will  attempt  to  balance 
out  the  pools. 

What  that  also  did  was  to 

The  Chairman.  Sir,  I  am  going  to  ask,  adversely 

Mr.  Curiale.  Selected  against. 

The  Chairman. — selected  against. 

Mr.  Curiale.  Yes. 

The  Chairman.  Would  that  mean — let  us  work  that  out. 

[The  following  statement  is  purely  a  hypothetical  example  used  to  illustrate  the  con- 
cept of  adverse  selection.  It  is  not  meant  and  should  in  no  way  be  interpreted  to 
imply  that  New  York  Life  has  done  anything  improper.] 

Mr.  Curiale.  Here  is  what  you  have,  Senator.  Many  of  the  com- 
panies that  said,  oh,  no,  we  cannot  have  open  enrollment  and  com- 
munity rating  said  that  if  we  had  that  what  prevents,  for  example, 
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an  ad  being  placed  in  the  Village  Voice  by  the  Gay  Men's  Health 
Crisis.  New  York  Life,  for  example,  has  been  very,  very  difficult 
with  us,  refusing  to  take  our  groups.  Now  that  we  have  open  en- 
rollment and  community  rating,  everybody  go  to  New  York  Life. 

Therefore,  you  would  call  that  an  adverse  selection.  They  all  of 
a  sudden  might  have  very,  very  costly  insureds.  What  this  system 
tries  to  do  is  to  account  for  that  and  to  have  a  balancing  factor 
where  you  will  have  pool  set-up  which  are  contributed  to  by  all  in- 
surers, which  will  represent  the  demographics  of  the  pool  and  also 
specify  medical  conditions. 

The  Chairman.  Thank  you. 

Mr.  CURIALE.  To  understand  the  impact  of  this  law  and  the  im- 
portance of  the  law,  I  think  it  is  important  to  know  what  led  up 
to  it.  During  the  1960's  and  1970's  in  New  York  we  had  a  tremen- 
dous situation  for  small  groups  and  individuals.  Medical  care  costs, 
health  care  costs  were  not  escalating  at  the  rate  that  they  are  esca 
lating  today.  Things  were  relatively  stable. 

Most  people  in  small  groups  and  individuals  were  covered  by  the 
Blues.  They  community  rated.  They  open  enrolled.  The  commercial 
carriers  did  not  bother  much  with  the  small  groups. 

As  the  1980's  came  along  and  health  care  costs  started  to  esca- 
late some  of  the  small  group  carriers  got  a  very  good  idea.  They 
determined  that  by  very  carefully  underwriting  risk  selecting  and 
by  experience  rating  small  groups  they  could  attract  the  healthier, 
younger  groups  from  the  Blues  and  essentially  make  a  ton  of 
money.  They  could  give  good  claim  service  because  there  was  not 
very  much  frequency  or  severity  of  claims. 

Essentially,  Senators,  it  was  like  shooting  fish  in  a  barrel.  What 
happened  eventually  and  into  the  late  1980's  and  into  the  early 
1990's  was  that  the  once  very  well  balanced  pools  of  the  not-for- 
profits,  the  Blues,  which  had  lots  and  lots  of  young  and  healthy 
people,  along  with  the  older  and  sicker  people  supporting  the  entire 
pool  began  to  be  systematically  stripped. 

Now  some  people  call  that  "cherry-picking,"  but  you  do  not  need 
to  call  it  cherry-picking.  It  is  a  simple  matter  of  economics.  If  you 
have  one  set  of  insurers  that  are  permitted  to  underwrite  and  expe- 
rience rate  their  people,  that  is  take  them  if  they  think  they  are 
young  and  healthy,  and  then  even  if  they  turn  out  not  to  be  be- 
cause something  happens  to  them,  raise  their  rates,  along  side  a 
system  where  you  have  not-for-profits  taking  everybody  and  aver- 
age rating  them,  you  will  have  a  natural  migration. 

And  as  time  goes  by  and  health  care  costs  go  up,  more  and  more 
the  community  rated  pools  of  the  Blue  Cross/Blue  Shield  plans  be- 
came more  and  more  expensive.  It  was  an  upwards  spiral  that  in 
1990-91  reached — I  hate  to  use  this  word — crisis  proportions,  Sen- 
ator. It  was  a  very,  very  serious  problem. 

What  we  had  in  our  State  was  a  separation  of  the  young  and  the 
healthy  from  the  older  and  the  sicker,  a  separation  of  the  lucky 
from  the  unlucky.  What  we  did  was  to  change  that  situation.  We 
had  several  things  happen. 

I  will  take  a  little  more  time  because  you  asked  questions. 

The  Chairman.  Please  do.  [Laughter.] 

Senator  ROCKEFELLER.  You  are  meant  to  ask  before  you  say  that. 
[Laughter.] 
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Mr.  Curiale.  What  we  had,  I  think  we  have  now  a  situation  in 
New  York  where  we  have  health  insurance  more  available  and 
more  affordable  for  all  people.  The  younger  people  sent  out  a  great 
hue  and  cry  at  the  outset  of  community  rating.  There  is  no  doubt 
that  their  rates  went  up. 

If  you  have  an  averaging,  it  stands  to  reason  that  that  is  going 
to  happen.  But  60  percent  of  the  people  actually  had  lowering  of 
their  rates  or  rates  that  were  not  higher  than  20  percent,  which 
included  trend,  which  meant  that  the  trends  were  probably  going 
to  raise  those  rates  a  good  deal  anyway. 

The  people  that  got  100  percent  increases  were  some  young  peo- 
ple, very  young  people,  maybe  5  percent  of  the  insured.  Senators, 
they  had  "ice  in  the  winter"  anyway.  They  had  experience  rated 
policies.  I  call  it  ice  in  the  winter.  It  was  more  appropriately  called 
warmth  in  the  summer,  because  they  had  an  illusion.  They  had  low 
rates  while  they  remained  young  and  healthy. 

Once  something  happened  their  experience  rate  went  up  and 
they  were  bounced  out  to  the  Blues.  The  Blues  now  had  them  when 
they  were  expensive.  The  situation  is  much  better  now.  We  have 
rate  stability.  Naturally  health  insurance  premiums  are  still  very 
high  because  of  health  care  costs.  But  I  feel  like  we  are  on  the  right 
track. 

We  need  other  things.  We  need  to  have  standardized  medical 
packages  so  that  companies  cannot  engage  in  back  door  underwrit- 
ing. What  that  is  is  that  a  health  insurer  offers  only  products 
which  appeal  to  the  young  and  healthy — high  deductible  policies — 
and  in  that  way  they  have  open  enrollment  and  community  rating, 
but  sick,  older  people  do  not  buy  their  policies. 

We  also  need  an  all  markets  bill.  We  need  subsidization  from  the 
large  experience  rated  carriers  who  do  not  insure  the  individuals, 
who  are  still  relegated  only  to  HMO's  under  our  law. 

Thank  you,  Senator. 

The  Chairman.  Thank  you. 

[The  prepared  statement  of  Mr.  Curiale  appears  in  the  appen- 
dix.] 

The  Chairman.  As  someone  who  is  just  this  minute  filling  out 
his  Medicare  forms,  could  I  suggest  that  not  everybody  is  old  and 
sick.  [Laughter.] 

And  to  say  just  for  the  record  that  the  Superintendent  did  not 
in  any  way  intend  to  suggest  that  the  Gay  Men's  Health  Crisis 
Center  has  adversely  selected  against  anyone. 

Mr.  Curiale.  Absolutely,  Senator.  I  am  glad  you  clarified  that. 

The  Chairman.  They  are  a  responsible  and  very  helpful  organi- 
zation in  what  generally  is  a  crisis.  There  can  be  no  question. 

I  have  interrupted  enough  already.  Senator  Packwood? 

Senator  Packwood.  So  have  I,  Mr.  Chairman,  but  I  have  a  few 
more  questions. 

I  want  to  make  sure,  Mr.  Curiale,  in  your  geographic,  not  State- 
wide, but  geographic,  community  rating  there  is  no  difference  in 
premium  between  family  and  individual. 

Mr.  Curiale.  Yes,  there  is  a  difference  in  premium  between  fam- 
ily and  individual. 

Senator  Packwood.  Oh,  there  is? 

Mr.  Curiale.  Yes. 
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Senator  Packwood.  Okay.  Is  that  the  only  difference  within  a 
geographic  area? 

Mr.  Curiale.  The  community  rating  refers  to  no  differences  on 
the  basis  of  age,  health  status,  occupation,  or  sex.  Naturally,  there 
would  be  differences  based  upon  benefits,  if  you  have  richer  benefit 
packages. 

Senator  Packwood.  Wait  a  minute.  The  packages  are  not  stand- 
ard either? 

Mr.  CURIALE.  The  packages  are  not  standard  either,  no. 

Senator  PACKWOOD.  Oh. 

Mr.  CURIALE.  And  we  need  that. 

Senator  Packwood.  I  agree.  So  an  average  person  might  have 
trouble  comparing  packages  possibly  if,  there  are  different  benefits? 

Mr.  Curiale.  And  that  is  one  of  the  problems. 

Senator  PACKWOOD.  Now  I  want  to  come  back  to  the  community 
rating  as  to  conditions.  Forget  the  difference  in  the  benefits.  That 
I  understand.  Apart  from  family  versus  individual  there  is  no  dif- 
ference in  the  rating  within  the  community. 

Mr.  CURIALE.  That  is  correct. 

Senator  Packwood.  Okay.  Now  then,  let  me  find  Dr.  Helms'  tes- 
timony here.  Doctor,  you  say  very  boldly,  and  it  is  in  the  first  page 
of  your  testimony,  if  the  goal  is  to  achieve  universal  coverage,  vol- 
untary approaches  to  making  health  insurance  more  affordable  and 
available  will  not  be  sufficient,  i.e.  they  do  not  work. 

Dr.  Helms.  That  is  right. 

Senator  Packwood.  Do  you  agree  with  that,  Dr.  Custer? 

Dr.  Custer.  Yes,  I  do. 

Senator  Packwood.  Mr.  Curiale? 

Mr.  Curiale.  Yes. 

Senator  Packwood.  Is  there  anyway  we  can  get  to  universal  cov- 
erage then  without  compulsion? 

Dr.  Helms.  I  think  we  have  tried  everything  we  know.  As  Sir 
Winston  Churchill  said,  "Americans  can  be  counted  on  to  do  the 
right  thing  after  they  have  exhausted  all  of  the  other  possibilities." 

Sir,  I  believe  that  through  these  demonstration  programs  which 
began  in  the  late  1980's  that  we  tried  everything  we  could  short 
of  making  coverage  compulsory.  We  used  very  high  cost  sharing. 
We  used  all  kinds  of  subsidy  arrangements.  Our  results  dem- 
onstrate that  simply  trying  to  entice  employers  to  purchase  insur- 
ance through  offering  less  benefits  or  providing  subsidies  will  not 
get  you  to  the  goal  of  universal  access. 

Senator  Packwood.  The  other  two  of  you  agree? 

Dr.  Custer.  Yes,  Senator,  I  agree.  One  of  the  reasons  I  think 
universal  coverage  is  important  rather  than  universal  access  is 
what  we  see  in  the  State  of  New  York  and  have  seen.  Is  that  peo- 
ple drop  in  and  out  of  the  system.  It  is  not  only  because  you  want 
to  cover  everybody  and  everybody  deserves  coverage,  but  you  have 
to  have  everybody  in  the  system  because  people  will  stay  out  of  the 
system  while  they  think  they  are  young  and  healthy  and  only  drop 
in  later  when  they  feel  that  they 

Senator  Packwood.  I  have  other  questions.  Do  not  answer  more 
than  I  need.  [Laughter.l 

The  Chairman.  And  do,  please,  remember,  there  are  lots  of  old 
and  healthy.  [Laughter.] 
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Senator  Packwood.  You  all  three  agree  that— I  will  use  the  word 
compulsion;  others  would  say  mandates — but  short  of  some  method 
of  enforcement  we  are  not  going  to  get  universal  coverage.  It  is  not 
going  to  come  through  tax  incentives.  It  is  not  going  to  come 
through  wishes. 

Dr.  Custer.  Yes. 

Dr.  Helms.  Yes. 

Mr.  Curiale.  Yes. 

Senator  Packwood.  Okay.  Next,  the  issue  of  community  rating 
and  the  argument  that,  well,  if  we  go  to  community  rating — you 
come  very  close  to  it  apparently  in  these  small  market  areas  in 
New  York,  apart  from  family  versus  single — how  do  we  rebut  the 
argument  that  if  you  go  to  community  rating  there  is  no  incentive 
for  good  health,  that  the  employer  is  paying  the  premiums  as  well? 
Why  should  I  try  to  get  my  people  to  quit  smoking  or  why  should 
I  have  a  P.E.  program?  It  does  not  make  any  difference.  I  have  to 
pay  the  same  rate  anyway. 

Mr.  CURIALE.  I  think  just  the  overall — it  is  the  same  rate,  but 
the  overall  costs  for  everyone  keeps  going  up  and  going  up. 

Senator  Packwood.  I  understand  that.  But  an  employer  who 
works  at  it  and  really — and  an  individual  who  works  at  it,  does  not 
smoke,  does  not  drink  and  works  out  gets  no  better  break  than 
somebody  who  is  an  absolute  drinker,  smoker,  does  not  exercise. 
Where  is  the  incentive? 

Mr.  Curiale.  Senator,  we  did  a  study  on  wellness  incentives  be- 
cause part  and  parcel  of  our  community  rating,  open  enrollment 
law,  the  legislature  required  us  to  do  so.  The  problem  with  those 
incentives  first  of  all  is  that  there  is  no  guarantee.  You  can  ask  Jim 
Fix  who  ran  judiciously  and  died  of  heart  attack.  There  are  plenty 
of  people  that  do  not  smoke  that  get  lung  cancer. 

Senator  PACKWOOD.  Wait  a  minute.  Wait.  But  on  average. 

Mr.  CURIALE.  Yes,  that  is  true.  But  the  other  problem  in  terms 
of  a  regulator  and  trying  to  make  the  system  work  is,  it  is  almost 
impossible  to  enforce.  It  is  impossible  to  see  whether  or  not  a  per- 
son is  smoking.  It  is  impossible  to  see  whether  or  not  a  person  is 
jogging  every  day.  It  is  impossible  to  see  whether  or  not  a  per- 
son  

The  Chairman.  Not  if  he  is  President  of  the  United  States. 
[Laughter.] 

Mr.  Curiale.  Other  than  the  President  of  the  United  States,  Mr. 
Chairman,  I  would  say  that  our  studies  of  the  situation  have  been 
that  unfortunately  it  is  not  enough  of  a  predictor  of  good  health 
and  low  cost  and  it  is  almost  impossible  to  enforce. 

Senator  PACKWOOD.  Let  me  ask  Dr.  Helms  and  Dr.  Custer.  Do 
you  agree  with  that  conclusion,  and  we  ought  to  go  to  as  broad  a 
base  of  community  rating  as  possible  and  realize  in  essence  we  will 
quit  experience  rating  even  within  the  community? 

Dr.  Helms.  I  generally  accept  that  that  is  what  is  going  to  be 
necessary,  yes. 

Senator  Packwood.  Dr.  Custer? 

Dr.  CUSTER.  In  our  studies  of  employer  sponsored  wellness  pro- 
grams, health  costs  were  one  of  the  lowest  reasons,  ranked  reasons, 
for  offering  those  benefits.  There  are  productivity  reasons  and  mo- 
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rale  reasons  and  good  work  force  issues  why  employers  would  want 
to  offer  those  programs  that  have  little  to  do  with  health. 

So  I  do  not  think  that  a  community  rate  would  reduce  the  incen- 
tive to  offer  those  benefits. 

Senator  Packwood.  Thank  you  very  much.  Very  helpful. 

The  Chairman.  Very  helpful,  indeed.  Thank  you,  Senator  Pack- 
wood. 

Senator  Baucus? 

Senator  BAUCUS.  Thank  you,  Mr.  Chairman. 

I  would  like  to  follow  up  a  bit  on  Senator  Packwood's  questions. 
Again,  I  hear  you  all  say  that  as  wide  of  community  group  as  pos- 
sible makes  the  most  sense.  Second,  I  hear  each  of  you  say  that 
some  form  of  compulsion  is  necessary.  Is  that  right?  I  see  all  heads 
nod. 

Dr.  Helms.  Yes. 

The  Chairman.  The  record  does  not  show  nods.  [Laughter.] 

The  Chairman.  Dr.  Custer,  Dr.  Helms  and  Mr.  Superintendent, 
you  say  yes? 

Mr.  Curiale.  Yes. 

Dr.  Custer.  Yes. 

Dr.  Helms.  Yes. 

The  Chairman.  You  agree. 

Senator  BAUCUS.  What  form  of  compulsion  do  you  think  makes 
the  most  sense?  Some  suggest  individual  mandates  and  some  sug- 
gest employer  mandates.  What  do  you  think  is  the  best  way  to  get 
at  this  question  of  how  you  most  efficiently  include  this  large  group 
of  the  American  population,  basically  everyone? 

Dr.  Custer.  EBRI,  of  course,  does  not  take  positions  on  what 
would  be  best  or  worst.  But  I  can  tell  you  that  there  are  different 
affects  of  an  employer  mandate  versus  an  individual  mandate  in 
the  short  run.  In  the  long  run,  economic  theory  will  tell  you  that 
you  are  spending  the  employee's  money.  The  differences  in  the  long 
run  will  not  be  there. 

In  the  short  run,  the  markets  cannot  adjust  fast  enough  to  have 
that  be  the  individual's  money.  In  the  short  run,  if  you  go  through 
an  employer  mandate,  you  will  affect  the  labor  market.  That  will 
mean  that  in  the  straight  mandate  the  way  that  was  suggested  2 
or  3  years  ago  by  the  Senate,  the  majority  with  no  cap  on  the  per- 
centage of  payroll,  you  will  have  some  job  losses. 

Senator  Packwood.  Okay.  Dr.  Helms? 

Dr.  HELMS.  I  guess  the  first  answer,  I  would  certainly  support 
the  idea  that  in  the  long  run  this  cost  does  get  shifted  back  largely 
to  the  employees.  It  is  why  many  States  who  impose  this  man- 
date— Oregon  has  pushed  its  out  a  few  more  years;  Washington  ul- 
timately for  the  most  affected  group,  has  a  mandate  of  1999.  This 
gives  some  time  for  the  employers  to  adjust  and  prepare  for  the  im- 
position of  the  mandate. 

My  own  personal  view,  which  will  not  be  terribly  enthusiastically 
received  here,  is  that  it  would  be  more  efficient  to  do  this  through 
a  tax  financed  system.  I  happen  to  like  an  individual  mandate  as 
a  way  to  impose  this  burden.  But  that  requires,  in  my  opinion,  your 
moving  to  a  tax-financed  system. 

Senator  Packwood.  Mr.  Curiale? 


22 

Mr.  Curiale.  This  is  just  a  personal  viewpoint.  I  think  a  com- 
bination of  employer  and  individual  mandate  is  necessary  with  tax 
supports,  taxpayer  subsidies.  I  think  that  the  participation  is  nec- 
essary for  the  purpose  of  having  cost  control,  for  the  purpose  of 
having  everybody  have  a  stake  in  it.  I  think  it  would  lead  to  ulti- 
mately everyone  feeling  the  pain  of  high  health  care  costs  and, 
therefore,  participating  in  the  sacrifices  that  are  necessary  to  hold 
them  down. 

Senator  BAUCUS.  That  gets  to  my  next  question.  I  mean,  assum- 
ing we  want  some  kind  of  universal  coverage  and  assuming  further 
some  form  of  compulsion  is  necessary  to  get  there,  there  is  another 
big  unanswered  question  that  is  cost. 

I  assume  that  in  New  York  and  in  all  States  that  have  insurance 
reform  insurance  is  still  very  costly  for  a  lot  of  people.  And  even 
under  the  voluntary  system  in  New  York,  I  assume  a  lot  of  people 
just  do  not  buy  insurance  because  it  is  too  expensive. 

So  how  do  you  deal  with  costs?  Particularly  because  there  are 
just  so  many  people  who  just  are  not  in  the  system  because  it  is 
so  costly  for  them. 

Dr.  Helms.  Senator,  I  think  it  is  important  to  recognize  the  vast 
political  differences  that  exist  within  our  States — their  political  cul- 
tures, their  willingness  to  use  government  intervention. 

One  of  the  things  that  has  attracted  me  about  letting  States  ex- 
periment around  the  cost  issue  is  that  some  very  much  want  to  try 
the  concept  of  managed  competition.  Others  to  continue  to  use  the 
rate  setting  systems  that  they  have  built  over  time.  And  several 
are  even  building,  as  in  Minnesota,  at  least  an  ability  to  effectively 
monitor  the  growth  of  health  care  expenditures;  or  in  Washington 
and  actually  imposing  an  overall  expenditure. 

Whether  we  have  to  ultimately  impose  an  expenditure  cap  will 
be  an  empirical  question  of  whether  "managed  competition"  can 
will  limit  costs  without  also  having  to  impose  an  explicit  expendi- 
ture limit.  Clearly,  we  must  obtain  much  better  information  on  a 
statewide  basis  to  monitor  and,  if  necessary  control  costs. 

Senator  BAUCUS.  Dr.  Custer,  how  do  we  make  insurance  suffi- 
ciently available  from  a  cost  basis  to  small  businessmen  and  em- 
ployees and  other  individuals? 

Dr.  Custer.  The  issue  of  cost  in  an  insurance  market  depends 
upon  the  pool,  the  risk  pool,  as  we  have  already  heard.  If  you  are 
going  to  lower  the  costs  to  small  employers,  you  have  to  include 
them  in  a  pool  that  includes  more  of  the  healthy  individuals. 

One  of  the  problems  or  issues  with  community  rating  is  that  you 
are  bringing  poor  risks  into  the  pool.  If  you  do  not  also  augment 
that  with  the  better  risk,  you  are  going  to  have  higher  prices  as 
we  have  seen. 

Senator  BAUCUS.  The  cost  can  still  go  up. 

Dr.  Custer.  The  long-term  trend  for  national  health  expendi- 
tures  

Senator  Baucus.  That  is  my  question.  How  do  you  deal  with  the 
cost?  How  do  you  deal  with  cost? 

Dr.  Custer.  That  will  not  be  directly  affected  in  the  short  run 
by  the  insurance  market. 

Mr.  Curiale.  Senator,  I  think  that  we  are  all  dealing  with  costs 
and  I  think  the  escalation  of  costs  has  certainly  made  everyone 
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concerned  with  how  to  keep  them  down.  I  think  what  this  has  led 
to  is  a  preoccupation  with  managed  care  right  now,  although  there 
is  certainly  a  lack  of  confidence,  I  think,  by  the  American  public 
in  managed  care,  whether  or  not  there  are  too  many  trade-offs  in 
terms  of  quality  and  choice. 

But  I  think  that  the  costs  are  necessitating  employers  and  indi- 
viduals making  those  choices  and  we  will  see  whether  or  not  we 
can  have  an  effective  managed  care  system. 

Also  States  like  New  York  are  emphasizing  primary  care  to  try 
and  prevent  the  greater  expenses  later  on.  We  are  trying  to  keep 
people  out  of  emergency  rooms.  We  are  trying  to  do  all  these  things 
necessary  to  hold  costs  down. 

Senator  BAUCUS.  One  real  quick  question.  So  are  costs  increasing 
in  New  York,  even  with  universal  coverage? 

Mr.  CURIALE.  Even  with  open  enrollment  and  community  rating, 
they  are  certainly  increasing  all  the  time. 

Senator  BAUCUS.  At  about  the  same  rate  as  other  States  or  not? 

Mr.  CURIALE.  Probably  more. 

Senator  Baucus.  Thank  you. 

The  Chairman.  Thank  you,  Senator  Baucus. 

I  hope  we  could  all  pay  attention  to  Dr.  Helms'  remark  that  the 
different  States  have  different  political  cultures.  That  is  one  of 
our 

Dr.  Helms.  And  different  capabilities  as  well. 

The  Chairman.  And  different  capabilities.  It  should  not  be  for- 
gotten. About  2  years  ago,  I  demonstrated  with  devastating  accu- 
racy that  if  you  want  to  improve  your  State  test  scores  for  11th 
grade  mathematics  the  easiest  way,  there  is  only  one  way  to  do  it 
and  that  is  move  your  State  closer  to  Canada,  as  in  the  case  of 
Montana.  Other  than  that,  there  does  not  seem  to  be  any  other 
way  to  get  this  done.  [Laughter.] 

Senator  Chafee? 

Senator  Chafee.  Thank  you,  Mr.  Chairman. 

Mr.  Curiale,  the  bill  that  I  have  co-sponsored  with  19  of  my  Sen- 
ate colleagues  applies  adjusted  community  rating — we  have  a  vari- 
ation on  age  only,  not  sex,  just  age — to  groups  of  100  or  less.  What 
are  the  down  sides  of  applying  that  to  larger  groups  as  well? 

Are  there  complexities  in  managing  this?  Maybe  we  ought  to  just 
apply  it  to  everybody,  but  we  just  did  it  with  100  or  less,  feeling 
that  those  were  the  companies  with  the  problems — 100  or  more  it 
works  out  as  you  said  it  does. 

Mr.  CURIALE.  Senator,  we  did  it  with  50  or  less,  only  because  tra- 
ditionally in  our  State  that  is  what  the  companies  considered  to  be 
small  groups.  The  larger  the  better  in  terms  of  insurance  prin- 
cipals. If  we  could  have  done  it  with  regard  to  100  or  200  and  got 
it  passed  in  our  legislature,  we  would  have  done  it. 

Again,  the  maximum  spread  of  risk  is  what  makes  it  better  for 
everyone.  Also,  what  we  would  like  to  do  ultimately  is  to  have  the 
large  group,  all  large  groups,  including  self-insureds,  participate  in 
the  risk  sharing  through  risk  adjustment  mechanisms. 

Senator  Chafee.  So  the  only  reason  you  did  not  apply,  you  just 
did  it  for  50  or  less,  the  only  reason  you  did  it  was  political,  getting 
it  through  the  legislature? 

Mr.  Curiale.  That  is  correct. 
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Senator  Chafee.  Okay.  Well,  the  larger  the  better,  but  if  you  cut 
off  at  100  or  less,  does  it  make  much  difference? 

Mr.  Curiale.  Well,  I  think  what  you  are  going  to  do  is  you  are 
going  to  cure  the  worst  problems  if  you  cut  it  off  at  100  or  less; 
or  if  you  are  at  at  least  100,  because  it  is  with  regard  to  the  small 
groups  where  you  have  two  or  three  illnesses  that  occur  and  if  you 
have  experience  rating  that  will  create  unaffordability  in  terms  of 
your  health  insurance. 

So  if  you  do  it  at  100,  you  will  be  very  effective;  not  as  effective 
as  if  you  did  it  at  200,  not  as  effective  as  if  you  did  it  at  5,000. 

Senator  Chafee.  Okay.  The  next  question  to  everybody  here.  Is 
this  business  of  risk  adjustment  a  pretty  exact  science? 

Mr.  Curiale.  Not  at  all.  And,  in  fact,  we  have  been  criticized  in 
New  York  because  our  system  is  too  simple.  But  we  figured  we 
would  start  simple  with  a  demographic  pool  and  with  a  specified 
medical  condition  pool  and  we  would  develop  from  there.  It  is  not 
an  exact  science  at  all. 

Senator  Chafee.  It  would  seem  to  me  to  be  a  very,  very  tricky 
business.  How  you  do  it  without  penalizing  somebody  rather  se- 
verely I  do  not  know.  How  painful  is  it,  Dr.  Custer? 

Dr.  Custer.  Well,  you  are  right.  It  is  not  an  exact  science  and 
I  do  not  see  a  good  way  to  create  a  risk  adjustment  system  that 
cannot  be  gamed  by  some  participants  in  the  market  or  maybe  cre- 
ate some  equities. 

Senator  Chafee.  The  final  question  if  I  have  time. 

The  Chairman.  No,  there  is  plenty  of  time. 

Senator  Chafee.  We  have  a  provision  in  our  bill  which  opens 
small  group  plans  to  individuals  and  individual  plans  to  small 
groups.  What  would  be  the  effect  of  an  all  markets  requirement  on 
the  industry? 

Mr.  Curiale.  I  think  it  would  certainly  benefit  everyone.  I  think, 
again,  when  I  say  benefit  everyone 

Senator  Chafee.  The  question  is,  just  so  everybody  gets  it,  that 
every  company  has  to  take  everybody.  Some  companies,  I  think 
Mutual  of  Omaha,  did  they  not  really  specialize  in  taking  individ- 
uals? 

Mr.  Curiale.  Yes,  but  they  specialized  in  high  deductibles  and 
under  wrote  in  a  situation  where  they  were  getting  younger, 
healthier,  low  risk  people. 

Senator  Chafee.  I  am  not 

The  Chairman.  Those  young  and  healthy  people. 

Mr.  Curiale.  Sorry,  Senator. 

The  Chairman.  It  sounds  like  Bing  Crosby. 

Mr.  Curiale.  That  is  what  the  insureds  want,  Senator.  They 
want  those  young,  healthy  people.  [Laughter.] 

Senator  Chafee.  They  are  very  attractive.  [Laughter.] 

Mr.  Curiale.  Those,  too,  Senator.  [Laughter.] 

Senator  Chafee.  I  want  to  echo  what  the  Chairman  said,  every 
old  person  is  not  sick. 

Anyway,  what  is  the  effect?  Do  you  believe  in  this;  every  com- 
pany must  take  everybody?  I  would  like  to  ask  Dr.  Helms  the  same 
question. 

Mr.  Curiale.  We  have  an  all  markets  bill.  If  you  do  not  take  ev- 
erybody and  you  do  not  insure  or  write  contracts  for  individuals, 
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we  believe  that  you  should  participate  in  a  risk  adjustment  mecha- 
nism and  subsidize  in  some  part  those  companies  that  are  willing 
to  write  individuals. 

Individuals,  people  that  buy  insurance  as  individuals,  tend  to  be 
riskier  people.  They  are  not  buying  in  a  group  context.  Many  of 
them 

Senator  Chafee.  Okay.  Thank  you.  [Laughter.] 

Dr.  Helms? 

Dr.  Helms.  I  think  I  can  be  mercifully  brief  on  this  issue.  We  do 
not  have  a  good  system  of  risk  adjustment.  We  have  research  un- 
derway now,  some  of  it  sponsored  by  foundations  and  by  the  Fed- 
eral Government  to  develop  a  better  risk  adjustment  system. 

The  State  of  Washington  which  has  established  a  managed  com- 
petition system  for  their  employees,  and  are  now  expanding  this 
mechanism  to  include  their  Medicaid  population  and  those  who  re- 
ceive coverage  through  their  State-subsidized  basic  health  plan. 
The  Washington  State  Health  Authority  which  operates  this  sys- 
tem is  now  testing  a  new  risk  adjustment  mechanism  which  may 
be  helpful. 

You  may  need  to  do  a  back  end  reinsurance  process. 

The  Chairman.  Stop  right  there — back  end  reinsurance. 

Dr.  Helms.  Let  me  define  these  terms.  Reinsurance  is  a  mecha- 
nism for  spreading  high  cost  cases  after  costs  have  been  incurred. 
With  risk  adjustment,  the  potential  costs  are  assessed  before  care 
is  provided  and  the  rates  are  adjusted  accordingly. 

For  the  reason  why  health  policy  people  do  not  want  you  to  do 
it  on  the  back  end  is  that  you  take  away  an  incentive  to  get  the 
insurers  to  do  a  better  job  of  managing  the  cost  of  those  very  high 
cost  cases. 

Senator  Chafee.  Good.  Thank  you  very  much. 

The  Chairman.  Dr.  Custer,  did  you  want  to  respond  to  Senator 
Chafee. 

Dr.  Custer.  David  Helms  did  a  fine  job.  Thanks. 

The  Chairman.  Thank  you,  and  thank  you,  Senator. 

Senator  Rockefeller? 

Senator  Rockefeller.  Thank  you,  Mr.  Chairman. 

I  just  wanted  to  say  philosophically  that  as  we  do  this — and  the 
Chairman  has  mentioned  on  a  number  of  occasions  the  need  to  get, 
you  know,  a  certain  number  of  votes.  We  obviously  have  to  have 
the  votes  to  pass  this. 

But  listening  to  these  three  gentlemen  testify  it  again  makes  it 
so  clear  that  we  have  to  reform  a  health  care  system  in  such  a  way 
as  it  will  work.  We  cannot  do  it  and  then  find  we  have  made  seven 
major  mistakes  and  come  back  in  3  years  and  expect  to  do  a  very 
good  job.  We  have  to  do  it  right. 

So  this  is  not  just  about  ideology.  This  is  not  about  winning  or 
losing.  It  is  about  making  a  system  that  will  work. 

Mr.  Chairman,  I  would  note  incidentally  how  long  we  have  come. 
A  couple  of  years  ago  the  Finance  Committee  reported  out  small 
group  insurance  reform  legislation  that  allowed  a  900  percent  vari- 
ation in  premiums  based  upon  age,  sex,  and  other  factors. 

I  think  limits  then  were  targeted  only  to  the  small  group  market 
defined  as  being  under  50  or  under  25.  Now  virtually  everybody  is 
at  100.  Blue  Cross/Blue  Shield,  which  is  going  to  testify  later  on 
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that  the  reforms  should  apply  to  at  100  or  less.  They  were  at  25 
2  years  ago.  So  there  is  a  lot  of  progress  being  made.  We  are  get- 
ting a  lot  closer  on  insurance  reform. 

One  question  of  Dr.  Custer  that  I  simply  have  to  ask,  because  a 
moment  ago  you  said  with  no  cap  on  the  percentage  of  payroll,  you 
will  have  some  job  loss.  What  makes  me  address  that  is  any  time 
you  say  the  word  "job  loss"  around  here,  all  antennae  go  up. 

The  Alliance  for  Health  Reform  recently  participated  with  you, 
with  a  fellow  from  MIT,  and  another  scholar  from  the  University 
of  Alabama,  all  representing  three  different  points  of  view.  If  I  re- 
call correctly,  all  of  you  agreed  that  if  mandates  were  applied  that 
there  would  not  be — the  so-called  job  loss  situation  would  be  a 
wash. 

There  was  no  disagreement  between  the  three  of  you  as  I  remem- 
ber and  there  was  strong  agreement  that  the  woman  who  had  said 
there  would  be  3  million  jobs  lost,  that  neither  the  Clinton  plan, 
nor  the  Chafee  plan,  nor  anything  else  was  factored  into  her  think- 
ing. Am  I  right  about  that? 

Dr.  Custer.  That  is  correct.  I  was  cut  off  a  little  bit  before  I 
could — as  you  know,  we  spent  an  hour  and  a  half  on  that  instead 
of  the  2  minutes  I  had  to  respond  there.  I  was  trying  to  make  the 
distinction  between  what  happens  in  the  long  run  and  the  short 
run.  As  I  said  at  that  meeting,  in  the  short  run — and  again,  David 
Helms  mentioned — that  if  you  transition  a  mandate  in,  an  em- 
ployer mandate  in,  the  employment  effects  are  mitigated  in  the 
large  extent. 

In  the  short  run,  you  can  have  some  job  loss;  in  the  long  run, 
all  those  effects  go  away.  That  is  where  you  get  the  employer  man- 
date, individual  mandate  having  very  similar  effects  on  income  on 
jobs  and  a  variety  of  other  areas. 

Senator  Packwood.  Jay,  run  that  by  me  again,  because  I  think 
I  grasped  it.  I  think  it  is  important.  But  I  want  to  make  sure.  Tell 
me  the  point  you  are  making. 

Senator  Rockefeller.  The  point  I  am  making  is  that  we,  in  this 
alliance,  which  is  a  nonprofit  group  I  started  after  the  Pepper  Com- 
mission just  to  push  health  care.  It  is  not  pro-Clinton  or  pro  any- 
thing else,  it  is  pro-reform. 

The  idea  is  that  the  idea  of  job  loss  is  so  galvanizing  to  so  many 
people  that  they  never  get  beyond  it. 

Senator  Packwood.  And  is  the  point  that  without  a  cap  there 
will  be  job  losses? 

Senator  Rockefeller.  No. 

Senator  Packwood.  Okay.  That  is  what  I  am  confused  about. 

Senator  Rockefeller.  The  point  is  if  you  have  a  mandate 

Senator  PACKWOOD.  Right. 

Senator  Rockefeller  [continuing.]  Which  is  the  "m"  word,  that 
it  is  basically  a  wash  with  respect  to  job  loss. 

Senator  Packwood.  Okay. 

Senator  Rockefeller.  You  have  some  in  the  short  term,  you 
pick  up  in  the  longer  term.  But  they  all — MIT,  University  of  Ala- 
bama and  Dr.  Custer  from  EBRI — indicated  it  is  basically  a  wash. 

Senator  Packwood.  With  a  mandate? 

Senator  Rockefeller.  With  a  mandate. 

Senator  Packwood.  All  right.  Thank  you. 
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Senator  Rockefeller.  My  only  question — I  do  not  even  have 
time  for  that — if  you  could  each  repeat  clearly,  as  you  have  stated, 
why  a  voluntary  system  of  participation  does  not  bring  universal- 
ity. 

Dr.  Custer.  As  I  said  in  my  testimony,  a  good  portion  of  the  un- 
insured are  both  young  and  low  income.  Young,  excuse  me,  means 
that  they  are  fairly  healthy  risks.  The  idea  of  purchasing  an  insur- 
ance project [Laughter.] 

You  may  not  need  it  when  you  have  low  income  and  have  a  vari- 
ety of  other  uses  for  your  money,  it  is  low  on  priority.  So  without 
a  compulsion,  a  number  of  Americans  will  choose  not  to  buy  health 
insurance.  It  will  be  a  rational  choice  for  them.  And  they  will  pre- 
dominantly be  the  best  risks. 

Dr.  HELMS.  Senator,  I  have  said  it  will  not  work  because  experi- 
ence has  demonstrated  over  and  over  again  that  it  will  not  work. 
Employers  do  report  that  the  number  one  reason  why  they  do  not 

provide  coverage  for  employees  is  cost 

They  also  report  that  employees  can  be  hired  without  providing 
health  insurance  and  that  their  employees  are  insured  elsewhere. 
That  is  why  large  employers  are  interested  in  mandating  coverage 
because  they  are  paying  for  these  employees  in  small  firms  through 
spousal  coverage  in  the  system  of  free-riding  that  we  have  cur- 
rently. 

Mr.  Curiale.  Senator,  I  would  simply  add  that  you  cannot  have 
a  system  where  people  are  allowed  to  drop  in  and  drop  out  depend- 
ing upon  how  they  perceive  themselves  as  risk. 

Senator  ROCKEFELLER.  And  is  it  not  true  that 

Senator  Chafee.  Could  I  interrupt  once  more?  When  you  are  re- 
ferring to  "it  will  not  work,"  what  will  not? 

Dr.  HELMS.  In  my  testimony 

Senator  Chafee.  A  voluntary  system,  is  that  what  you  are  talk- 
ing about? 

Dr.  Helms.  Yes,  sir,  subsidies.  Voluntary  subsidies  will  not  en- 
tice a  substantially  enough  proportion  of  the  working  uninsured  to 
receive  coverage. 

Senator  Rockefeller.  Well,  in  other  words,  that  subsidies 

Dr.  Helms.  Do  not  do  it. 

Senator  Rockefeller. — will  lead  to  a  voluntary  reaction  as  op- 
posed to  a  full  participation. 
Dr.  Helms.  Right.  Yes. 

Senator  Rockefeller.  And  is  it  not  true  that  there  have  been 
a  number  of  studies,  in  fact,  which  have  taken  small  businesses 
and  have  given  them  up  to  50  percent  subsidy  of  their  health  in- 
surance premiums  and  that  as  few  as  3  or  4  percent  of  those — 
these  are  small  businesses — even  with  those  subsidies  went  ahead 
and  bought  insurance  for  their  employees? 

Dr.  Helms.  And,  sir,  this  is  the  research  that  I  have  presented 
in  the  written  testimony,  sponsored  by  the  Robert  Wood  Johnson 
Foundation.  We  tried  lots  of  different  things  and  we  got  a  very 
small  market  response. 

Senator  ROCKEFELLER.  That  just  needs  to  be  very  clear  on  the 
record. 

Thank  you,  Mr.  Chairman. 

The  Chairman.  And  it  now  is,  which  we  thank  you. 
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Senator  Durenberger? 

Senator  Durenberger.  Mr.  Chairman,  thank  you  very  much. 

First,  this  is  an  excellent  panel. 

Second,  I  made  the  mistake  of  scheduling  my  Minnesota  Hospital 
Association  right  now.  So  the  next  excellent  panel,  Bill  Gradison 
and  Mary  Nell  Lehnhard  and  Bill  Link,  I  apologize  to  in  advance, 
as  I  do  to  you,  Mr.  Chairman  and  my  colleagues. 

Third,  it  should  be  plain  by  now  that  what  we  are  doing  is  not 
health  reform.  This  has  nothing  to  do  with  health  reform,  except 
indirectly.  All  we  are  talking  about  here  today  is  insurance  reform. 
Okay?  And  all  these  other  issues  about  how  do  we  get  it  to  every- 
body and  all  the  rest  of  that  sort  of  thing,  that  gets  into  equity  is- 
sues like  how  many  people  do  you  want  covered  in  what  way. 

But  it  is  really  critical  to  begin  with  the  notion,  we  are  just  talk- 
ing about  a  system  which  has  been  run  State-by-State,  sale-by-sale, 
company-by-company  where  the  only  issue  is  solvency  and  occa- 
sionally the  way  you  price.  And  people  like  you  all  have  struggled 
with  trying  to  make  it  better  and  we  are  trying  to  fix  it  by  raising 
it  up  here  to  the  national  level  to  make  it  work  better.  That  is  the 
first  point. 

Second,  that  each  of  you  has  talked  about  the  quality  of  informa- 
tion. Much  of  the  experience,  much  of  the  learning  curve  on  all  of 
this  has  been  in  basically  dysfunctional  marketplaces. 

So  nobody — New  York,  Minnesota,  nobody — has  a  perfect  market 
in  which  we  can  take  this  information  you  are  giving  us  and  trans- 
late it  into  something  that  will  last  for  the  next  10  years.  It  is  valu- 
able, but  it  is  not  necessarily  predictive. 

Third,  that  when  we  talk  about  community  rating  or  adjusted 
community  rating  or  whatever  it  is,  we  are  basically  talking  about 
the  price  of  a  product.  We  are  not  talking  about  the  product. 

The  product  is  what  produces  costs.  If  you  want  to  buy  a  product 
that  keeps  you  healthy,  diagnoses  you  correctly  right  off  the  bat, 
puts  you  back  to  work  more  quickly,  then  you  have  to  change  the 
delivery  system,  which  this  is  insuring.  And  we  are  not  at  that  in 
the  current  system. 

We  are  just  talking  about  the  community  rate  or  an  adjusted 
community  rate  for  a  product  that  we  assume  maybe  it  changes, 
maybe  it  does  not.  However,  it  is  important  to  look  at  community 
rate  or  adjusted  community  rate,  because  one  of  the  ways  in  which 
equity  through  our  policy  makes  whatever  the  product  is  affordable 
to  more  people  is  the  way  in  which  we  subsidize  that  price  for  var- 
ious people. 

To  the  degree  that  we  use  community  rating  or  any  rating  sys- 
tem to  ask  the  healthy,  young,  male,  whatever  it  is,  to  subsidize 
the  old,  sick,  female,  or  whatever  it  might  be,  that  is  a  very  explicit 
decision  that  is  taken  community-by-community,  State-by-State, 
however  you  define  community.  I  mean,  we  could  even  do  it  with 
a  national  system. 

There  are  well  documented  cost  differentials  between  people  in 
these  various  categories,  even  though  we  may  joke  about  the  health 
of  the  people  on  this  committee.  But  anyway,  it  is  a  very  specific 
choice  we  make,  just  like  the  choice  we  make  to  ask  all  employers 
to  pay  such  and  such  a  percent  of  premium.  That  is  an  explicit  sub- 
sidy; or,  the  tax  subsidy,  that  is  an  explicit  subsidy.  Each  of  which 
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is  designed  to  make  the  price  more  affordable,  but  as  yet  does  not 
have  much  to  do  with  the  product. 

So  I  needed  to  reinforce  that,  Mr.  Chairman,  and  make  a  com- 
ment about  the  role  of  the  employer  in  all  of  this.  It  depends  on 
where  you  are  in  terms  of  how  you  assess  the  role  of  the  employer. 
It  is  important  in  my  community  as  I  watch  change  to  see  that 
the  employer's  contribution  to  the  premium  makes  a  difference  in 
what  plan  the  person  selects.  If  you  make  100  percent  contribution 
to  this  plan  and  an  80  percent  to  that  one  or,  you  know,  you  pay 
80  percent  to  both  but  you  are  willing  to  pay  80  percent  of  a  high 
price  and  80  percent  of  a  low  price,  that  makes  a  difference.  That 
is  called  elasticity  of  demand  or  something  like  that.  [Laughter.] 

That  is  important.  Conditioning  the  contribution  on  behavior, 
making  choices  among  plans,  that  is  an  important  employer  con- 
tribution. In  many  companies  in  my  State  people  are  beginning  to 
work  with  their  employees  on  life  style,  on  a  variety  of  other 
things.  So  that  is  an  important  role  of  the  employer.  It  is  not  one 
that  government  does  a  very  good  job  of— you  know,  ordering  peo- 
ple to  behave  in  certain  ways. 

To  get  to  my  questions,  and  I  have  two.  One  of  them  is,  in  my 
State  we  went  to  small  group  insurance  reform  July  1.  The  market 
was  2  to  29.  Employers  were  required  to  pay  50  percent.  Just  so 
you  understand  that  part  of  it.  And  they  were  required  to  have  at 
least  75  percent  of  the  employees  in  the  group.  Otherwise,  it  was 
all  the  same.  Rating  bans  were  25  percent,  except  for  gender, 
which  they  eliminated  gender  as  a  factor  and  things  like  that. 

Here  is  what  happened  in  my  State,  just  using  Blue  Cross/Blue 
Shield  of  Minnesota.  The  Blue  Cross/Blue  Shield  sales  in  6  months 
went  up  by  230  percent  in  that  small  group  market — 230  percent. 
Much  of  that  was  in  the  non-urban  rural  areas  that  have  tradi- 
tional barriers  to  access  because  people  are  always  being  experi- 
ence rated  in  their  small  groups.  The  other  factor  was  that  49  per- 
cent of  the  groups  which  Blue  Cross/Blue  Shield  sold  since  July  1 
never  had  coverage  before. 

Dr.  HELMS.  Cpuld  you  restate  the  percentage? 
Senator  DURENBERGER.  Forty-nine  percentage  did  not  have  cov- 
erage before. 

So  is  that  an  anomaly  and  if  so,  maybe  you  can  tell  us  why  it 
is  an  anomaly,  Dr.  Helms. 
Dr.  Helms.  Sure. 

Senator  DURENBERGER.  But  it  seems  to  me  that  is  responding  to 
a  real  need. 

Dr.  Helms.  Yes,  sir.  I  said  in  my  testimony  that  operating  these 
subsidized  products  in  a  reformed  health  system  might  have  yield- 
ed better  results.  But  the  experience  in  California — referred  in  my 
written  testimony  shows  that  for  firms  with  between  5  and  50  em- 
ployees that  only  22  percent  of  the  newly  insured  there  were  pre- 
viously uninsured. 

Our  projects  set  out  as  their  target  audience  to  get  those  that  did 
not  have  insurance  before.  A  lot  of  times  when  we  open  these  sys- 
tems up  to  firms  which  have  been  previously  insured  are  going  to 
see  a  better  deal  and  move  into  the  pool.  The  question  I  was  ad- 
dressing in  this  testimony  is  whether  or  not  people  who  have  been 
previously  uninsured  will  come  in,  if  with  voluntary  polling  ar- 
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rangements  along  are  used.  The  experience  to  date  is  that  this  is 
a  "tough  sell"  in  this  market. 

Senator  DuRENBERGER.  We  did  not  add  to  the  subsidy  in  Min- 
nesota. You  got  49  percent  new  business  without 

Dr.  Helms.  That  is  good.  I  am  saying  that  is  good.  That  is  better 
than  we  have  seen  typically  when  that  alone  gets  done.  But  that 
is  good. 

Senator  DURENBERGER.  Thank  you. 

Dr.  Helms.  Minnesota  also,  sir,  has  one  of  the  smallest  propor- 
tions of  our  uninsured  in  the  country.  You  are  at  8  percent.  Do  this 
in  a  State  where  the  uninsurance  rate  is  20  or  25  percent  and  it 
is  a  tougher  sell. 

The  Chairman.  It  is  the  iron  law — move  close  to  Canada. 
[Laughter.] 

Senator  Grassley? 

Senator  Grassley.  Thank  you,  Mr.  Chairman.  I  want  to  talk 
about  community  rating  in  New  York.  Some  people  argue — and 
also  I  think  specifically  people  in  the  administration  have  argued — 
that  it  is  not  going  to  work  without  a  strong  regulatory  body  to  en- 
force it  because  insurers  are  going  to  find  some  way  of  getting 
around  the  requirement. 

So  what  has  been  the  experience  in  New  York  with  respect  to 
compliance  by  insurers? 

Mr.  Curiale.  Well,  there  were  dire  predictions  that  the  compa- 
nies that  were  writing  small  group  insurance  were  going  to  leave 
the  market,  but  they  have  not  come  to  pass.  They  are  complying 
with  community  rating  and  open  enrollment. 

We  still  have  a  problem  with  regard  to  the  individual  market  be- 
cause our  law  did  not  require  companies,  insurers,  to  offer  indem- 
nity coverage  to  individuals.  It  required  HMO's  to  offer  coverage  to 
individual  contract  holders. 

As  I  said  before,  typically  individual  contract  holders  tend  to  be 
the  types  of  people  that  do  not  want  to  go  to  an  HMO.  They  would 
rather  have  indemnity  coverage.  They  would  rather  have  choice  of 
their  own  physicians. 

We  have  seen  that  companies  are  complying  with  open  enroll- 
ment and  community  rating  and  we  are  very  much  encouraged  by 
it.  We  think  that  it  has  to  go  further.  We  think  that  we  have  to 
find  a  way  somehow  to  get  the  large  group  carriers  involved  so  that 
we  can  spread  the  risk  even  further. 

Senator  Grassley.  People  were  surprised  that  it  did  not  happen. 
Would  that  apply  to  you,  too,  personally  from  your  position?  Did 
you  think  there  would  be  less  cooperation  than  ended  up  being? 

Mr.  Curiale.  Well,  you  always  expect  companies,  certain  compa- 
nies, to  try  and  what  they  call  game  the  system,  to  put  the  applica- 
tions for  insurance  on  the  55th  Floor  and  to  not  have  the  elevator 
running. 

But  what  we  have,  this  risk  adjustment  mechanism  obviates 
that,  because  in  addition  to  a  requirement  of  community  rating  and 
open  enrollment  we  are  now  testing  the  demographics  of  your  com- 
pany. We  are  going  to  take  a  look  at  your  mix  and  see  whether  or 
not  you  still  have  only  younger,  healthier  people,  whether  or  not 
you  have  your  share  of  higher  risk  people. 


31 

And  if  you  do  not,  you  are  going  to  be  paying  into  the  pool.  So 
this  is  an  incentive  for  companies  to  do  the  right  thing. 

Senator  GRASSLEY.  You  have  noted  that  there  have  been  several 
legal  challenges  to  risk  adjustment  pools.  Could  you  tell  us  briefly 
what  the  basis  of  those  complaints  might  be?  Then  also,  could  you 
just  on  a  little  different  angle,  could  you  tell  us  about  the  political 
response  to  the  overall  reform  more  generally,  particularly  among 
those  who  experience  higher  premiums  than  they  otherwise  would? 

Mr.  Curiale.  Yes.  There  have  been  political  challenges.  The 
HMO's  who  typically  have  a  younger  mix  of  people  have  objected 
to  the  pooling  mechanism.  They  have  tried  to  argue  that  they  are 
not  insurers  within  the  framework  of  the  insurance  law.  That  is 
subjudious  and  I  think  we  will  win  on  that;  and  if  we  do  not,  we 
will  pass  legislation  to  bring  them  in. 

As  far  as  the  political  response,  yes,  there  was  a  hue  and  cry 
from  the  younger  people  at  first.  But  I  think  that  has  died  down 
considerably.  I  think  they  realize  that  they  now  have  a  stable  prod- 
uct that  they  can  depend  on.  They  do  not  have  to  worry  about  leav- 
ing their  jobs  and  not  having  insurance;  and  they  also  do  not  have 
to  worry  about  illnesses  in  their  families  when  they  get  older. 

Senator  GRASSLEY.  Did  you  find  a  high  percentage  of  young  peo- 
ple dropping  their  insurance  because  of  that? 

Mr.  Curiale.  We  found  some,  but  we  did  not  find  the  types  of 
dire  predictions  to  come  true,  that  people  were  going  to  drop  out 
of  the  market.  I  think  people  recognized  that  the  prices  that  they 
were  paying  before  were  just  unrealistically  low,  and  that  the  prod- 
uct that  they  were  getting  was  not  the  product  that  they  needed. 

Senator  GRASSLEY.  You  noted  that  there  is  going  to  be  proposed 
in  your  State  a  standard  benefit  package  legislation.  Is  your  De- 
partment going  to  be  making  any  recommendations  and  would  you 
do  it  from  the  standpoint  of  a  single  plan  for  everyone  or  a  variety 
of  model  plans?  Could  you  also  tell  me  why  standard  benefit  legis- 
lation is  needed  from  your  perspective? 

Mr.  Curiale.  Well,  it  would  not  be  one  single  plan.  It  would  be 
a  number  of  plans.  And,  of  course,  we  would  work  with  the  Depart- 
ment of  Health  to  fashion  and  consumers  to  fashion  what  that 
would  be. 

What  you  need  to  have  is,  you  need  to  have  a  minimum  standard 
package  that  is  offered  by  every  company,  again,  to  prevent  what 
I  said  before,  referred  to  as  back  door  underwriting.  If  companies 
are  complying  with  the  open  enrollment  community  rating  law,  but 
they  are  only  offering  one  product  that  has  catastrophic  coverage 
alone  that  has  high  deductibles,  then  they  are  not  going  to  be  get- 
ting their  fair  share  of  the  sicker  people,  the  higher  risk  people. 
And  they  need  to  be  spread  out  amongst  the  population;  they  need 
to  be  spread  out  amongst  all  insurers. 

Senator  GRASSLEY.  Dr.  Custer,  your  statement  noted  a  21  per- 
cent increase  in  the  uninsured  between  1989  and  1992  and  it  oc- 
curred in  those  families  in  which  the  family  head  worked  for  a  firm 
of  500  or  more.  Of  course,  your  general  point,  I  think,  is  that  the 
most  serious  problems  are  among  the  small  firms. 

But  it  seems  to  me  that  a  21  percent  increase  seems  a  pretty 
large  percentage  for  firms  that  we  are  assuming  is  going  to  do  a 
pretty  good  job  at  getting  insurance  for  their  employees. 
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Dr.  CUSTER.  Well,  that  is  right.  The  uninsured  are  not  a  homo- 
geneous group.  There  are  a  variety  of  different  reasons  for  people 
losing  coverage.  That  number  occurs  because  the  majority  of  work- 
ers work  for  firms  that  large.  So  even  if  a  few  employers  are  drop- 
ping coverage  or  a  few  employees  lose  coverage,  the  percentage  is 
going  to  be  high  and  the  number  is  going  to  be  high. 

So  it  is  just  where  the  people  is  why  that  number  is  large.  I 
think  the  health  insurance  market  discriminates  against  small 
groups  and  small  employers  and  there  is  a  definite  policy  issue 
there. 

It  is  the  case  though  that  employment-based  insurance  coverage 
is  eroding  for  all  employment  sizes. 

The  Chairman.  Thank  you,  Senator  Grassley. 

Could  I  note  with  respect  to  your  question  about  the  changes  in 
rates  in  New  York  and  the  response — I  hope  this  does  not  imply 
that  I  do  not  hear  young  people  enough — but  as  a  New  Yorker  I 
have  not  heard  the  issue  raised.  I  heard  the  statement  that  it 
would  happen  and  then  I  believe  it  did  not.  Is  that  not  about  what 
you  would  say,  Mr.  Curiale? 

Mr.  CURIALE.  Yes.  As  I  said  before,  Senator,  the  rates  actually 
went  down  or  did  not  rise  measurably  for  60  percent  of  the  people. 
Naturally,  if  you  are  averaging  people  together,  there  are  going  to 
be  a  small  percentage  of  people  that  go  up  a  great  deal.  But  again, 
the  product  that  they  got  is  a  lot  better. 

The  Chairman.  Thank  you. 

Senator  Chafee.  Mr.  Chairman? 

The  Chairman.  Yes,  sir. 

Senator  Chafee.  Could  I  just  say  one  thing?  There  was  a  dia- 
logue with  Senator  Rockefeller  and  the  gentlemen  on  the  panel, 
about  whether  you  can  voluntarily  get  people  to  get  coverage.  Dr. 
Helms  was  addressing  that  subject  in  the  efforts  of  subsidization 
and  so  forth  not  working. 

I  just  want  to  make  clear  that  speaking  for  our  program,  it  is  not 
a  voluntary  one,  it  is  an  individual  mandate.  So  I  do  not  want  any- 
body to  go  out  of  here  thinking  that  what  was  said  was  directed 
toward  the  program  that  I  and  others  are  sponsoring.  We  require 
that  individuals  have  the  insurance.  It  is  not  a  voluntary  program. 

Thank  you. 

The  Chairman.  The  Chair  rules  that  nobody  will  go  out  of  here 
thinking  otherwise.  [Laughter.] 

Senator  Chafee.  Thank  you  very  much. 

The  Chairman.  And  now  for  the  last  questions  of  this  excellent 
panel,  Senator  Daschle. 

Senator  Daschle.  Thank  you,  Mr.  Chairman. 

It  is  an  excellent  panel.  I  have  enjoyed  your  testimony  and  ap- 
preciate very  much  your  answers  to  many  of  the  questions.  I  was 
going  to  pick  up  where  Senator  Chafee  has  just  left  off. 

I  think  your  testimony  clearly  has  indicated  that  there  is  a  sig- 
nificant degree  of  advantage  to  a  mandated  system.  As  we  look  at 
the  infrastructure  of  health  insurance,  our  goal  on  this  committee 
is  to  try  and  create  the  most  efficient  and  effective  way  to  achieve 
universal  coverage. 
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As  this  panel  has  endorsed  the  efficacy  of  mandates,  then  the 
question  is,  which  is  most  effective,  an  employer-based  or  an  indi- 
vidual-based system? 

We  have  differing  models  out  there.  We  have  auto  insurance,  an 
individual-based  system,  and  we  have  mandated  programs  requir- 
ing participation  by  employers.  Can  we  conclude  from  what  is  al- 
ready in  place  which  is  the  more  effective  and  efficient? 

Mr.  Curiale.  I  would  like  to  say,  I  am  not  an  expert  on  this,  but 
since  we  already  have  basically  an  employer  furnished  health  in- 
surance system,  certainly  that  would  be  the  easiest  one  to  imple- 
ment, along  with  other  additions  to  it,  perhaps,  to  supplement  it. 

But  I  think  that  the  main  attraction  of  it  is  it  is  there. 

Dr.  Helms.  Even  in  an  employer  mandated  system  you  have  to 
have  an  individual  mandate.  The  question,  which  really  must  be 
answered  is  going  to  pay  for  it.  As  I  have  already  argued 

Senator  Packwood.  Why?  Is  that  for  the  people  who  are  not  em- 
ployed? 

Dr.  Helms.  Yes. 

Senator  PACKWOOD.  All  right. 

Senator  DASCHLE.  That  is  not  the  only  question  though,  Dr. 
Helms. 

Dr.  Helms.  You  were  asking  what  is  the  most  efficient  way  of 
doing  this.  If  efficiency  were  the  only  objective  criterion,  then  my 
answer  would  be  to  have  the  national  government  finance  this.  You 
could  put  on  the  pay  stub  that  this  is  a  health  premium  "tax." 

But  that  is  a  hard  sell  because  Americans  have  been  taught  to 
believe  that  employers  are  giving  them  health  insurance  when  in 
fact,  it  comes  out  of  their  total  compensation. 

If  you  ask  me  on  efficiency  grounds  alone,  I  would  say  let  us  let 
the  national  government  finance  this.  But  there  would  still  be  a 
number  of  questions  to  be  resolved,  such  as  how  we  distribute  their 
benefit  and  how  we  effect  a  system  of  cost  controls,  et  cetera. 

Senator  Daschle.  I  have  two  other  questions.  Dr.  Custer,  do  you 
have  anything  to  add? 

Dr.  Custer.  Yes.  I  will  just  be  brief.  An  employer  mandate  will 
not  bring  universal  coverage  and  the  costs  that  you  get  will  depend 
upon  how  you  define  a  worker,  principally  how  you  deal  with  part- 
time  workers.  But  if  you  are  dealing  with  full-time  workers,  you 
are  going  to  have — I  have  this  estimated  but  not  with  me — at  least 
12  million  Americans  without  health  insurance. 

Senator  Daschle.  But  that  is  not  what  I  was  asking.  Can  you 
directly  answer  which  of  the  two  is  more  effective? 

Dr.  CUSTER.  Well,  now  you  are  talking  about  efficiency,  who 
bears  the  costs.  As  we  had  a  discussion  earlier,  the  difference  be- 
tween an  individual  mandate  and  an  employer  mandate  in  the  long 
run  there  are  not  going  to  be  a  lot  of  differences  in  who  bears  the 
costs.  It  comes  out  of  the  individual's  money,  whether  they  write 
the  check  or  the  employer  does. 

Senator  PACKWOOD.  Yes,  but  that  still  is  not  his  question  I  do  not 
think. 

Senator  Daschle.  That  is  not  my  question.  From  a  monitoring 
point  of  view  and  from  an  enforcement  point  of  view,  do  we  know 
which  of  the  two  models  would  be  more  effective  based  on  our  expe- 
rience to  date. 
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Dr.  Custer.  It  is  going  to  vary  by  employer  and  employer.  Large 
employer,  clearly  yes. 

Senator  Daschle.  There  is  another  point  you  are  very  capable  of 
addressing  and  I  would  like  to  have  the  advantage  of  your  thinking 
on  this. 

Considering  the  relationship  between  the  size  of  the  pool,  the 
level  of  risk,  and  the  cost  of  premium,  it  would  seem  to  me  counter 
intuitive  to  say  that  the  smaller  the  pool  the  smaller  the  risk.  It 
would  seem  just  the  opposite — the  larger  the  pool  the  smaller  the 
risk  and,  therefore,  the  greater  the  ability  to  reduce  the  premium. 
Is  that  correct? 

Mr.  CURIALE.  Yes.  The  costs  are  the  same,  but  the  larger  the  pool 
the  greater  the  sharing. 

Senator  Daschle.  Right. 

Mr.  CURIALE.  When  you  have  small  pools  and  you  have  a  limited 
number  of  sicknesses  the  premiums  go  up  for  everyone.  What  you 
want  here  is  the  maximum  sharing  of  risk. 

Dr.  Helms.  Agree. 

Senator  Daschle.  No  disagreement  there? 

Dr.  Helms.  No. 

Senator  Daschle.  Finally,  is  there  a  way  to  eliminate  the  possi- 
bility of  adverse  selection  and  risk  adjustment  with  voluntary  alli- 
ances? Can  you  deal  with  what  would  be  gaming  the  system  if  you 
were  to  allow  that  kind  of  an  infrastructure? 

Dr.  CUSTER.  And  again,  it  is  defining  the  risk  pool.  If  you  define 
the  risk  pool  as  employment  based  coverage  alone  and  deal  with 
the  unemployed  and  low  income  as  a  separate  population,  you  can 
have  a  risk  pool  that  is  going  to  be  really  comparable  to  what  we 
have  now. 

If  you  bring  in  the  people  who  are  presently  excluded  from  the 
employment  based  coverage,  you  are  bringing  in  people  who  are 
predominantly  poorer  risks  and  then  you  have  to  find  a  compulsion 
way  to  keep  people  in. 

Senator  Daschle.  Can  anybody  give  me  a  short  answer  to  that 
question? 

Dr.  Helms.  I  sincerely  think  that  the  answer  you  have  been 
given  is  correct. 

Senator  Daschle.  Thank  you  very  much. 

The  CHAIRMAN.  And  thank  you  all  very  much. 

Senator  PACKWOOD.  Great  panel.  Excellent. 

The  Chairman.  We  are  so  much  in  your  debt.  We  will  continue 
to  turn  to  you  for  advice.  Again,  thank  you  indeed. 

Dr.  Helms.  Thank  you. 

Dr.  Custer.  Thank  you. 

The  Chairman.  Superintendent,  particularly  for  coming  all  the 
way  from  New  York. 

Mr.  CURIALE.  My  pleasure. 

The  Chairman.  We  will  now  go  to  our  second  panel.  It  is  a  very 
special  pleasure  that  the  Committee  on  Finance  welcomes  an  old 
friend  and  colleague  from  the  Committee  on  Ways  and  Means,  Mr. 
Willis  Gradison,  who  is  the  president  of  the  Health  Insurance  Asso- 
ciation of  America.  Mary  Nell  Lehnhard,  who  is  the  senior  presi- 
dent of  the  Blue  Cross  and  Blue  Shield  Association.  We  welcome 
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you,  Mrs.  Lehnhard.  And  William  P.  Link,  who  is  chairman  and 
chief  executive  officer  of  the  Prudential  Insurance  Co.  of  America. 

Mr.  Link.  Of  the  Group  Operation  Department. 

The  Chairman.  Of  the  Group  Operation  Department.  All  right, 
sir. 

Mr.  Gradison,  you  are  first.  And  again,  you  are  very  welcome, 
sir.  You  have  been  very  patient  sitting  back  there  all  morning.  We 
are  a  little  bit  behind  because  we  had  a  vote  at  10:00.  Proceed  ex- 
actly as  you  like. 

STATEMENT  OF  HON.  WILLIS  D.  GRADISON,  JR.,  PRESIDENT, 
HEALTH  INSURANCE  ASSOCIATION  OF  AMERICA,  WASHING- 
TON, DC 

Mr.  Gradison.  Thank  you,  Mr.  Chairman.  I  am  Bill  Gradison, 
President  of  the  Health  Insurance  Association  of  America.  I  want 
to  thank  you  for  this  opportunity  to  testify  today.  I  will,  of  course, 
summarize  my  written  testimony  and  request  that  the  entire  state- 
ment be  entered  into  the  record. 

The  Chairman.  Without  objection.  It  will  be  the  case  for  each 
witness. 

[The  prepared  statement  of  Mr.  Gradison  appears  in  the  appen- 
dix.] 

Mr.  Gradison.  Thank  you,  Mr.  Chairman. 

The  Health  Insurance  Association  of  America,  Mr.  Chairman, 
supports  comprehensive  reform  of  our  health  care  system  to 
achieve  universal  coverage  for  a  federally  defined  benefit  package. 
No  one  should  lose  coverage  because  they  get  sick,  change  or  lose 
their  job. 

As  you  requested,  Mr.  Chairman,  my  testimony  today  focuses  on 
reform  of  the  health  insurance  market.  HIAA  recently  had  a  pre- 
liminary meeting  at  the  White  House  with  Ira  Magaziner,  Harold 
Ickes,  and  George  Stephanopolous.  We  shared  with  them  some  of 
our  ideas  on  this  same  subject.  We  are  happy  to  have  the  chance 
to  talk  with  you  about  this. 

Mr.  Chairman,  as  we  discuss  health  insurance  market  reform,  it 
is  critical  to  spell  out  the  assumptions  on  which  our  recommenda- 
tions rest. 

First,  these  new  rules  should  apply  to  a  federally  defined  com- 
prehensive set  of  benefits. 

Second,  these  reforms  apply  only  to  medical  reimbursement 
plans  and  not  to  other  types  of  coverage  such  as  disability  income 
protection  and  Medicare  supplement  policies. 

Third,  these  reforms  should  be  implemented  only  under  a  system 
of  universal  coverage.  Without  universal  coverage,  Mr.  Chairman, 
the  rules  I  am  about  to  outline  might  not  achieve  the  intended 
goals  and  might,  in  fact,  have  unintended  adverse  effects. 

And  fourth,  these  rules  should  apply  to  all  carriers  and  to  self- 
insured  plans. 

With  these  assumptions  in  mind,  assumptions  which  we  believe 
are  shared  by  many  who  are  considering  alternative  approaches  to 
health  reform,  we  recommend  the  following  insurance  market  re- 
forms. 

Coverage  must  be  universal  and  continuous.  There  must  be  no 
pre-existing  condition  limits  once  an  individual  is  in  the  system. 


36 

And  the  problem  of  job  lock  must  be  eliminated.  Coverage  must  be 
provided  to  whole  groups.  No  one  in  a  group  could  be  excluded  re- 
gardless of  health  status.  Coverage  could  not  be  cancelled  because 
of  the  health  status  or  claims  experience  of  any  individual  or 
group.  Rating  restrictions  should  prevent  large  rate  differentials 
among  groups  of  similar  demographics. 

Mr.  Chairman,  the  HIAA  opposes  pure  community  rating  be- 
cause it  results  in  market  disruption  and  works  against  cost  con- 
tainment in  a  variety  of  ways. 

A  standardized  paperless  system  should  be  developed  through 
the  use  of  a  uniform  claims  form  or  electronic  data  interchange. 

And  finally,  solvency  requirements  must  be  established  for  all 
carriers  and  for  employers  choosing  to  self-fund.  This  will  help  to 
ensure  that  benefits  are  available  when  needed. 

Because  individuals  and  small  employers  face  serious  problems 
in  today's  marketplace,  we  recommend  two  additional  reforms  for 
these  markets. 

First,  carriers  should  be  required  to  guarantee  issue.  That  is, 
carriers  selling  in  the  individual  and  small  group  markets  would 
have  to  issue  the  defined  benefit  package  to  any  qualified  applicant 
regardless  of  health  status  or  prior  claims  experience. 

Second,  in  a  system  of  universal  coverage  carriers  selling  to 
small  employers  or  individuals  should  be  required  to  use  modified 
community  rating.  Rates  could  vary  under  our  recommendation 
based  on  certain  objective  demographic  characteristics.  But  rates 
could  not  vary  based  upon  health  status  or  claims  experience. 

Two  important  reforms  will  sharply  reduce  the  incentive  for  car- 
riers to  seek  out  good  risks  and  avoid  bad  risks.  First,  all  carriers 
in  the  individual  and  small  employer  markets  should  be  required 
to  participate  in  a  risk  sharing  mechanism.  This  would  eliminate 
cherry-picking  because  there  would  be  no  advantage  from  selecting 
good  risks. 

Second,  marketing  rules  should  prohibit  carriers  from  engaging 
in  risk  selection  through  marketing,  service  or  delivery  of  care. 
Marketing  must  also  be  based  on  accurate  and  uniform  cost  and 
quality  measures  to  allow  easier,  more  effective  comparisons  among 
health  plans. 

Mr.  Chairman,  on  a  related  subject,  one  of  HIAA's  actuaries  just 
completed  an  analysis  of  the  cost  of  the  benefit  package  included 
in  the  Health  Security  Act.  Mr.  Chairman,  I  would  ask  that  a  copy 
of  that  study  be  included  in  the  record. 

The  Chairman.  We  would  be  very  happy  to  do. 

[The  study  appears  in  the  appendix.] 

The  Chairman.  Do  you  want  to  tell  us  what  it  is? 

Mr.  Gradison.  Mr.  Chairman,  this  is  the  first  peer  reviewed  ac- 
tuarial study  that  we  are  aware  of  of  the  cost  of  the  benefit  pack- 
age in  the  administration's  plan.  The  conclusion  of  this  study  is 
that  the  administration  has  underestimated  the  cost  of  the  package 
by  about  one-third. 

Our  numbers  are  very  close  to  the  numbers  that  were  developed 
by  the  Hewitt  Study,  which  was  separately  completed  very  re- 
cently. So  far  as  we  know,  the  administration  has  not  yet  released 
an  actuarial  opinion  or  an  actuarial  report  on  their  own  projection. 
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I  bring  this  up  recognizing  its  importance  and  to  indicate  that  we 
would  be  happy  to  have  our  actuary  available  in  any  way  you 
might  see  fit,  whether  through  testimony  or  consultation  with  you 
and  your  staff  on  that  important  issue. 

The  Chairman.  We  thank  you.  We  accept  that  offer.  I  might 
record  that  the  Congressional  Budget  Office  will  be  presenting  its 
estimates  to  us  in  our  hearing  next  Wednesday. 

Mr.  Gradison.  Thank  you,  Mr.  Chairman,  for  the  chance  to  be 
with  you.  I  look  forward  to  your  questions. 

The  Chairman.  It  is  a  please. 

Mrs.  Lehnhard? 

STATEMENT  OF  MARY  NELL  LEHNHARD,  SENIOR  VICE  PRESI- 
DENT, BLUE  CROSS  AND  BLUE  SHIELD  ASSOCIATION,  WASH- 
INGTON, DC 

Mrs.  Lehnhard.  Mr.  Chairman  and  members  of  the  committee, 
I  am  here  representing  the  69  independent  Blue  Cross  and  Blue 
Shield  plans.  We  very  much  want  to  see  a  bill  enacted  this  year 
that  (1)  assures  universal  coverage  through  some  combination  of 
individual  and  employer  responsibilities;  (2)  controls  costs  by  creat- 
ing incentives  for  consumers  to  use  efficient,  high  quality  organized 
delivery  systems;  and  (3)  reforms  the  insurance  market. 

While  we  support  all  of  this  three-part  program,  we  think  that 
the  insurance  reforms  are  the  foundation  of  reform  that  the  public 
wants.  We  believe  that  these  new  accountable  health  plans  should 
be  required  to  accept  everyone,  regardless  of  their  health,  age  or 
employment  status;  not  drop  a  group  or  an  individual  when  they 
get  sick;  strictly  limit  the  use  of  waiting  periods  for  pre-existing 
conditions  and  get  rid  of  them  entirely  when  someone  has  previous 
coverage;  offer  a  limited  number  of  standardized  benefit  packages 
so  consumers  can  compare  value  easily;  use  community  rating  for 
demographic  adjustments  for  the  individual  and  small  group  mar- 
ket. 

And  given  the  discussion  this  morning,  let  me  elaborate  on  that. 
We  think  you  do  need  to  limit  the  use  of  community  rating  to  the 
individual  and  small  group  market,  particularly  as  you  start  out  in 
reform  and  the  first  steps  of  reform.  Leave  the  large  group  market 
experience  rated. 

Senator  PACKWOOD.  What  is  your  definition  on  that? 

Mrs.  Lehnhard.  Two  to  100  for  the  small  group. 

Senator  Chafee.  What  did  you  say  again?  What  number,  please? 

Mrs.  Lehnhard.  Two  to  100. 

We  have  done  a  number  of  studies 

Senator  Chafee.  In  other  words,  community  rating  for  100  and 
below? 

Mrs.  Lehnhard.  And  the  individual  market  separately.  We  have 
done  a  number  of  studies  on  this  and  I  would  be  glad  to  provide 
you  with  those  studies.  Our  objective  is  to  minimize  disruption  and 
premium  shock  as  we  move  to  community  rating.  We  say  take  a 
first  step,  digest  it,  and  then  look  at  the  next  step. 

We  also  think  you  need  limited,  very  limited,  demographic  ad- 
justments in  the  beginning — age  and  geography.  And  we  would  not 
have  a  separate  pool  based  on  geography.  We  would  have  a  single 
pool  for,  say,  the  whole  State  of  New  York,  with  minor  adjustments 
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allowed  based  on  the  cost  of  upstate  New  York  or  downstate  New 
York,  not  an  entirely  separate  pool. 

We  also  think  you  need  transition  flexibility  to  minimize  shock. 
One  other  reason  I  would  mention  that  you  want  to  keep  commu- 
nity rating  at  groups  of  100  and  below  is  that  we  think  it  is  very 
important  that  you  require  everybody  to  participate  in  the  commu- 
nity rated  pool.  No  self-funding  or  employers  will  begin  to  decide 
whether  their  own  employees  have  a  better  risk  or  the  community 
rate  is  a  better  risk.  You  will  see  gaming  against  the  community 
rate  by  employers  who  self-fund,  either  on  their  own  or  through 
multi-employer  welfare  funds. 

Senator  PACKWOOD.  But  the  big  companies  could  self-insure? 

Mrs.  LEHNHARD.  We  say  let  them  self-insure  in  the  beginning. 
Look  at  what  you  want  to  do  more  comprehensively  later.  Take  a 
first  step  that  is  reasonable. 

Going  back  to  our  list,  we  also  think  that  accountable  health 
plans  should  be  required  to  move  very  rapidly  to  paperless  claims 
and  uniform  data  formats;  provide  consumers  information  on  sub- 
scriber satisfaction  and  the  quality  of  care;  and  importantly,  re- 
quire accountable  health  plans  to  be  in  all  lines  of  business — indi- 
vidual, small  group  and  large  group.  And  you  heard  quite  a  bit  of 
that  from  the  Commissioner  from  New  York  this  morning. 

I  cannot  emphasize  strongly  enough  the  effect  that  these  reforms 
will  have  on  the  market,  particularly  the  rule  that  you  have  to 
open  your  doors  for  the  first  time.  Under  today's  rules  it  is  much 
easier  for  health  insurance  companies  to  be  competitive  based  on 
risk  selection. 

Let  me  give  you  one  statistic — 4  percent  of  any  population  will 
generate  50  percent  of  the  claims  loss.  And  far  more  energy  has 
gone  into  avoiding  that  4  percent  of  very  high  users  than  learning 
to  manage  costs.  Once  we  all  have  to  open  our  doors,  we  are  all 
going  to  have  to  learn  to  manage  our  costs  or  we  will  not  survive. 

We  believe  these  new  reforms  should  be  Federal  standards  ad- 
ministered by  the  States.  We  do  not  think  you  need  a  new  com- 
plicated purchasing  cooperative  to  administer  them.  But  some  in- 
surance commissioners  will  need  additional  resources. 

Finally,  these  changes,  while  they  are  needed  drastically,  cannot 
occur  overnight.  We  need  time  to  take  our  subscribers  through  a 
transition  and  avoid  disruption  as  we  move  to  community  rating, 
new  practices  and  new  products.  However,  many  of  these  changes 
can  occur  quickly  and  we  have  outlined  a  general  time  frame  in  our 
testimony. 

I  would  emphasize,  however,  that  flexibility  in  the  transition  pe- 
riod is  extremely  important  if  we  are  going  to  avoid  changes  that 
have  an  unsettling  and  even  harsh  consequence  for  subscribers. 

In  summary,  we  are  excited  about  Federal  reform  that  will  put 
an  end  to  competition  based  unrisk  selection  and  give  strong  incen- 
tives to  all  of  us  to  learn  to  manage  our  risks  rather  than  to  ex- 
clude them. 

The  Chairman.  Thank  you,  Mrs.  Lehnhard. 

[The  prepared  statement  of  Mrs.  Lehnhard  appears  in  the  appen- 
dix.] 

The  Chairman.  And  now  to  our 

Senator  Chafee.  Mr.  Chairman,  one  question. 
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The  Chairman.  Yes,  of  course. 

Senator  Chafee.  Did  Mrs.  Lehnhard  say  that  4  percent  of  the 
population  gives  you  50  percent  of  the  costs? 

Mrs.  Lehnhard.  This  is  sort  of  an  actuarial  truism.  You  can  look 
at  any  population,  the  people  in  this  room.  Four  4  percent  of  the 
population,  of  any  population,  will  generate  50  percent  of  the 
claims  costs.  If  you  can  medically  underwrite  and  exclude  that  4 
percent,  you  do  not  have  to  do  anything  else  to  keep  your  pre- 
miums competitive. 

That  is  going  to  be  the  major  force  for  cost  containment  we  be- 
lieve, that  once  you  have  to  take  everyone  if  you  do  not  learn  to 
manage  your  enrollment,  you  cannot  stay  in  business. 

One  point  about  the  reforms  in  New  York.  There  has  been  an 
overnight  growth  in  managed  care  in  New  York,  particularly  in  the 
small  group  market,  because  of  the  rule  in  New  York  that  you  have 
to  open  your  doors  and  accept  all  risks. 

The  fee-for-service  carriers  are  not  offering  their  products.  It  is 
primarily  managed  care.  We  are  changing  very  rapidly.  We  were 
primarily  fee-for-service. 

The  Chairman.  Could  I  just  see  if  Dr.  Helms  is  in  the  front?  He 
is  here.  Were  you  agreeing  with  the  proposition  that  of  4  percent, 
50  percent? 

Dr.  Helms.  Right.  That  we  are  looking  at  a  very  small  percent- 
age in  the  population  that  is  generating  the  cost. 

The  Chairman.  Good.  And  your  point  is  that  if  you  spend  your 
time  trying  to  avoid  that  4  percent 

Mrs.  Lehnhard.  That  is  where  the  investment  is  going. 

The  Chairman.  That  is  where  the  investment  is  going.  Well,  we 
will  get  back  to  that. 

Mr.  Link? 

STATEMENT  OF  WILLIAM  P.  LINK,  CHAIRMAN  AND  CHIEF  EX- 
ECUTIVE OFFICER,  GROUP  OPERATIONS,  THE  PRUDENTIAL 
INSURANCE  COMPANY  OF  AMERICA,  NEWARK,  NJ,  ON  BE- 
HALF OF  THE  ALLIANCE  FOR  MANAGED  COMPETITION 

Mr.  Link.  Thank  you,  Mr.  Chairman  and  members  of  the  com- 
mittee. My  name  is  Bill  Link.  As  Senator  Moynihan  said,  I  am  the 
Chairman  and  Chief  Executive  Officer  of  Group  Operations  for  The 
Prudential.  But  I  am  here  today  on  behalf  of  the  Alliance  for  Man- 
aged Competition,  the  AMC. 

This  is  a  coalition  of  five  managed  care  companies  working  to- 
wards comprehensive  health  care  reform.  The  members  are  the 
AETNA,  CIGNA,  The  Prudential,  The  Metropolitan,  and  The  Trav- 
elers. And  collectively,  we  provide  health  coverage  to  more  than  60 
million  Americans. 

As  Senator  Hatch  said  earlier  in  his  comments,  it  has  been  pret- 
ty easy  for  those  who  propose  reform  to  blame  the  insurance  indus- 
try for  most  or  all  of  the  health  care  problems  today.  But  as  easy 
as  it  is  to  say  that,  and  to  blame  them  for  standing  in  the  way  of 
reform,  I  think  what  you  have  heard  from  Bill  and  from  Mary  Nell, 
and  what  you  will  hear  from  me,  is  that  that  simply  is  not  so. 

We  are  for  fundamental  health  care  reform  in  this  country.  The 
fundamental  problem  in  today's  health  care  system  is  the  incen- 
tives. The  incentives  for  providers,  the  incentives  for  consumers, 
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and  the  incentives  for  insurers  are  really  stacked  wrong.  Some  of 
the  things  you  are  considering  changing  today  hopefully  will 
restack  some  of  that  correctly. 

Let  me  first  deal  with  the  idea  of  insurance  companies  standing 
in  the  way  of  progress.  The  companies  that  make  up  the  AMC  do 
not  even  refer  to  themselves  as  insurance  companies  anymore.  We 
refer  to  ourselves  as  managed  care  companies.  Why?  Because  man- 
aged care  is  what  we  are  selling  and  what  the  marketplace  is  buy- 
ing. 

As  Mary  Nell  said,  there  is  a  strong  movement  in  New  York  and 
other  places  to  managed  care.  Overall  enrollments  in  managed  care 
plans  has  now  increased  to  90  million  individuals  in  this  country — 
eight  times  the  level  it  was  just  a  decade  ago. 

In  this  country  we  have  been  moving  from  a  business  of  risk  se- 
lection to  one  of  risk  management.  We  are  managing  that  risk  bet- 
ter and  better.  The  rate  of  increase  in  health  care  costs  is  coming 
down.  The  Bureau  of  Labor  Statistics  data  shows  steadily  decreas- 
ing rates  of  health  care  inflation  from  a  little  over  10  percent  in 
1990  to  just  a  little  over  5  percent  in  1993. 

Quality  is  improving  also.  From  our  own  standpoint,  I  am  talking 
about  The  Prudential,  and  this  is  true  of  other  companies,  too,  our 
customer  satisfaction  surveys  which  we  do  quite  regularly  show 
that  our  members  are  liking  the  services  we  are  providing. 

The  industry  is  working  collectively  to  develop  tools  like  the 
Health  Plan  and  Employer  Data  Information  Sets  called  HEDIS. 
HEDIS  will  allow  us  to  provide  report  cards  to  individuals  so  they 
can  compare  our  quality  and  cost  effectiveness. 

The  market  has  been  working  and  organizations  like  ours  have 
long  supported  reform  proposals  that  would  expedite  these  positive 
changes.  For  instance,  the  AMC  supports  the  development  of  a 
standardized  benefit  plan,  as  mentioned  by  Mary  Nell  and  Bill. 

We  also  believe  no  health  plan  should  discriminate  against  an  in- 
dividual on  the  basis  of  health  status  or  medical  history.  In  other 
words,  coverage  should  not  be  at  risk  if  a  person  changes  jobs  or 
has  a  change  in  any  other  life  characteristic.  And  once  an  individ- 
ual is  in  the  system  he  or  she  should  not  have  to  satisfy  a  pre-ex- 
isting conditions  exclusion.  The  AMC  also  supports  guaranteed  re- 
newability  and  availability. 

However,  these  reforms  alone  will  not  do  the  job  we  believe.  For 
instance,  we  think  changes  are  needed  in  the  demand  side  also,  to 
incent  consumers  to  make  cost  effective  choices.  So  we  would  sup- 
port changes  in  the  tax  treatment  of  employer  provided  health  care 
benefits  to  make  consumers  more  cost  conscious  and  price  sen- 
sitive. 

We  cannot  rule  out  pre-existing  conditions  limitations  without 
recognizing  that  there  has  to  be  responsibility  on  the  part  of  indi- 
viduals. People  cannot  be  allowed  to  wait  to  buy  health  insurance 
until  they  are  sick  and  then  look  to  the  protection  of  guaranteed 
issue.  There  must  be  rules  about  access  to  coverage  and  perhaps 
only  a  certain  enrollment  time  each  year. 

A  critical  step  in  ensuring  access  for  individuals  and  small  em- 
ployers, and  in  simultaneously  ensuring  that  plans  are  not  risk 
selectioning,  we  believe,  is  the  formation  of  purchasing  cooperatives 
or  alliances.  However,  the  concept  of  cooperatives  was  designed  to 
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improve  access  for  those  who  are  having  access  problems — individ- 
uals and  small  employers. 

Some  of  the  reform  proposals  today  would  set  these  alliance  sizes 
at  1,000  or  even  5,000  employees.  We  think  the  right  answer  is 
more  like  50  or  100. 

These  sorts  of  market-based  changes  will  do  the  job  we  believe. 
Proposals  that  include  price  controls  will  do  just  the  reverse.  They 
will  stall  the  access  to  the  capital  that  we  need  to  continue  to  make 
changes  and  reduce  costs,  like  electronic  systems  to  eliminate 
paper  claims  that  Mary  Nell  mentioned. 

We  need  to  look  for  savings  by  incenting  everyone  to  manage 
costs,  not  eliminating  investments  in  our  future.  The  bottom  line 
is  that  the  AMC  companies  believe  insurance  market  reforms  are 
a  key  element  in  the  health  care  reform  debate  and  will  move  the 
market  away  from  that  based  on  risk  selection  to  one  based  on  risk 
management. 

The  Prudential  and  the  AMC  are  committed  to  achieving  health 
care  reform.  We  look  forward  to  the  time  when  all  Americans  will 
be  able  to  make  informed  choices  about  their  coverage  based  on 
quality  and  cost. 

I  would  be  happy  to  entertain  questions. 

[The  prepared  statement  of  Mr.  Link  appears  in  the  appendix.] 

The  Chairman.  Thank  you  very  much,  sir.  That  is  a  very  appeal- 
ing phrase,  to  move  from  risk  selection  to  risk  management.  I  think 
is  very  much  what  Mrs.  Lehnhard  was  saying  and  I  think  Mr. 
Gradison  agrees. 

I  was  very  much  impressed  by  how  much  agreement  there  is  in 
this  panel.  Not  in  any  way  to  be  disagreeable,  but  can  I  ask,  Bill, 
if  you  are  in  so  much  agreement  about  the  basic  thrust  of  reform 
legislation,  do  not  those  advertisements  suggest  some  dissidence  in 
your  organization  or  do  you  not  run  the  promotion  plans?  What  is 
the  HIAA  trying  to  tell  us? 

Mr.  Gradison.  Mr.  Chairman,  what  we  are  trying  to  say  is  that 
it  is  possible,  indeed  desirable,  to  achieve  universal  coverage  with- 
out having  mandatory,  monopolistic  health  alliances.  We  are  also 
saying  that  it  is  really  a  role  of  the  dice  with  the  health  care  sys- 
tem to  put  future  health  care  spending  on  automatic  pilot  by  hav- 
ing statutory  limits,  premium  limits  which  have  been  rec- 
ommended. 

I  appreciate  that  when  we  make  those  points  they  are  or  have 
up  to  now  been  controversial.  But  judging  by  statements  that  have 
been  made  within  the  last  24  hours  from  the  White  House  itself, 
it  appears  that  there  are  people  at  the  other  end  of  the  avenue  who 
are  open,  let  us  say,  to  the  possibility  that  an  acceptable  plan  with 
universal  coverage  can  be  achieved  without  necessarily  having 
these  large  mandatory  alliances  and  premium  limits. 

The  Chairman.  Could  I  ask,  could  you  name  one  of  those  people? 
[Laughter.] 

Mr.  Gradison.  Well,  I  just  go  by  papers  that  are  published  in 
your  State,  Senator. 

The  Chairman.  All  you  know  is  what  you  read  in  The  New  York 
Times.  Well,  that  is  all  right. 

Do  I  take  it  that,  Mrs.  Lehnhard,  Mr.  Link,  that  you  would  be 
of  that  disposition  that  Mr.  Gradison  just  laid  out?  I  think  that  is 
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very  clear  in  your  statement  on  page  7  that  "nine  managed  care 
companies  lost  over  $7  billion  in  market  capitalization  over  a  2- 
week  period  just  in  response  to  reports  that  price  controls  were  to 
be  imposed."  Were  you  one  of  them? 

Mr.  Link.  We  are  not  a  publicly  traded  HMO. 

The  Chairman.  You  are  not  publicly  traded? 

Mr.  Link.  No. 

The  Chairman.  But  I  take  it — I  am  not  asking  you  to  agree.  I 
am  just  saying 

Mrs.  Lehnhard.  I  think  the  only  point  of  disagreement  might  be, 
that  Mr.  Gradison  and  ourselves  believe  that  you  do  not  need  man- 
datory alliance  of  any  size,  even  where  the  alliance  is  a  smaller 
mandatory  purchasing  cooperative. 

We  think  that  when  you  start  to  peel  apart  what  the  alliance  is 
supposed  to  do,  many  of  those  functions  are  performed  by  or  accom- 
plished by  insurance  reform.  For  example,  the  alliance  itself  does 
not  have  anything  to  do  with  pooling  purchasing  power. 

The  pooling  of  purchasing  power  is  the  community  rate  that  the 
health  plan  has  to  offer.  That  is  what  makes  us  give  our  best  rate 
to  the  highest  cost  group.  The  sickest  group  gets  the  same  rate  as 
the  healthiest  group. 

The  Chairman.  I  see. 

Mrs.  Lehnhard.  You  do  not  need  an  alliance  to  do  that. 

The  Chairman.  Mr.  Link,  would  you  agree  with  that? 

Mr.  LINK.  I  think  Mary  Nell  is  correct.  We  would  favor  more  an 
exclusive  alliance  type  concept.  I  will  say  this.  When  the  purchas- 
ing cooperatives,  alliances — the  same  term  were  first  talked  about 
they  were  much  more  benign.  They  were  meant  to  be  like  farmer's 
cooperatives,  a  market  facilitator. 

I  think  what  has  happened  is  some  of  the  proposals  have  put  al- 
liances in  a  much  more  regulatory  bureaucratic  framework  which 
has  scared  a  lot  of  people  away  from  them.  It  is  possible  that  a  vol- 
untary alliance  or  cooperative  could  work  or  a  multiple  competing 
alliance  arrangement  can  work.  We  are  not  opposed  to  trying  that. 
In  fact,  we  participate  in  Florida  and  in  California,  both  of  which 
have  voluntary  alliances  now. 

A  concern  I  do  have  is  one  that  Senator  Packwood  mentioned 
earlier,  the  risk  selection  process.  If  you  have  a  voluntary  alliance 
and  you  allow  companies  to  operate  outside  of  that  alliance  and 
they  get  two  requests,  one  from  Asbestos  Are  Us  and  one  from 
some  small  computer  development,  software  developing  firm,  I  can 
tell  you  which  company's  phone  calls  they  are  first  going  to  return. 

If  they  had  to  do  that  in  an  alliance  where  it  was  blind  as  to 
what  happens,  you  would  not  have  that  process.  That  is  a  concern. 
It  may  not  be  an  overwhelming  concern,  but  it  is  a  concern. 

Our  main  point  about  the  alliances  is  that,  at  1,000  or  5,000  em- 
ployees they  are  just  way  too  big,  and  they  should  be  kept  down 
in  the  50  to  100  range. 

The  Chairman.  Fine. 

Mrs.  Lehnhard — really  I  am  going  to  turn;  it  is  Senator  Pack- 
wood's  time  now — but  you  had  wanted  to  say  something.  Please. 

Mrs.  Lehnhard.  Just  to  follow  up.  The  point  was  made  earlier 
I  think  by  Senator  Daschle  that  you  do  not  want  risk  selection  to 
occur  because  you  have  voluntary  purchasing  pools.  We  think  the 


43 

way  to  overcome  that  is  to  say  that  the  health  plan  has  to  offer  its 
community  rate,  whether  it  sells  through  the  alliance  or  it  sells  di- 
rectly. Then  the  alliance  does  not  come  in  and  essentially  cherry- 
pick  the  market. 

Your  pooling  goes  back  again  to  the  community  rate  of  the  health 
plan  itself. 

The  Chairman.  Fine. 

Senator  Daschle.  But  that  does  not  deny  adverse  selection.  You 
still  have  the  ability  to  adversely  select.  Even  though  you  can  com- 
munity rate,  you  can  go  out  and  find  your  customers. 

I  am  sorry,  Mr.  Chairman,  but  I  just  wanted  to  note  that. 

The  Chairman.  No.  We  are  all  here  together  now. 

Mr.  Gradison? 

Mr.  Gradison.  Mr.  Chairman,  in  order — let  us  take  the  Presi- 
dent's plan  as  an  example — mandatory  requirements  that  most 
Americans  purchase  through  the  health  alliances.  The  only  way 
that  can  work  is  with  an  effective  combination  of  a  risk  adjuster 
and  reinsurance,  maybe  both.  Because  if  only  by  accident,  there  are 
going  to  be  some  plans  that  are  offered  within  the  health  alliance 
that  will  have  better  experience  than  others.  They  may  or  may  not 
be  more  efficient. 

What  we  believe  very  strongly  is  that  as  a  consideration  for  offer- 
ing a  health  plan  to  the  public,  whether  it  is  through  the  health 
alliance  or  not  through  the  health  alliance,  the  same  rules  should 
apply,  including  the  application  of  the  risk  adjuster  and/or  the  rein- 
surance mechanism.  We  believe  that  that  would  meet  the  concern 
which  you  quite  properly  have  expressed. 

The  Chairman.  Good.  Thank  you  very  much. 

Senator  Packwood? 

Senator  Packwood.  Bill,  you  very  carefully  said  that  we  can 
achieve  universal  coverage  without  mandated  health  alliances.  The 
previous  panel,  however,  said  we  cannot  achieve  universal  coverage 
without  mandates.  Forget  the  health  alliance  part.  Do  you  agree 
with  the  conclusion  you  have  to  have  mandates  to  get  universal 
coverage? 

Mr.  Gradison.  Absolutely,  Senator.  I  see  no  way  without  man- 
dates on  somebody  to  do  something,  it  could  be  business  or  it  could 
be  individuals  or  it  could  be  the  government,  and  as  some  single 
payer  systems  would  do,  but  otherwise  there  are  going  to  be  some 
people  who  for  whatever  reason  choose  not  to  participate. 

Senator  PACKWOOD.  Dr.  Helms  indicated  quite  a  few  people  will 
not  participate  short  of  mandates,  no  matter  what  kind  of  incen- 
tives you  offer. 

Mr.  Gradison.  I  think  he  is  absolutely  correct  on  that.  Frankly, 
one  of  our  greatest  concerns  from  the  discussion  that  has  been  tak- 
ing place  in  the  last  few  weeks  is  the  possibility  that  universal  cov- 
erage might  be  phased  in  over  a  very  long  period  of  time. 

This  creates  from  an  insurance  company  point  of  view  enormous 
problems,  because  if  we  have  the  insurance  reforms  up  front  but 
the  mandate  to  buy  the  insurance  is  years  off,  there  is  a  risk  of 
people  coming  in  to  buy  just  before  they  are  going  in  for  the  sur- 
gery, which  simply  would  mean  an  increase  in  rates  and  a  discour- 
agement to  some  people  even  to  buy  the  insurance. 
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Senator  Packwood.  There  is  a  risk.  But  if  you  were  to  perhaps 
shorten  the  time  for  reaching  the  mandate  sufficiently  that  the 
President  could  embrace  it  and  extend  the  time  for  the  reform  suf- 
ficiently that  you  did  not  have  the  effect  you  just  indicated,  that 
might  be  room  for  compromise. 

Mr.  Gradison.  Mr.  Chairman,  we  are  trying  to  think  this 
through  and  do  not  have  the  final  answers  at  all.  But  in  principal 
I  would  suggest  that  the  concept  that  insurance  reforms  would 
phase  in  as  the  universal  coverage  would  phase  in  and  that  might 
be  done  for  different  population  segments  or  group  size.  But  that 
is  not  the  final  thought. 

We  are  just  saying  there  is  a  problem  there  and  we  would  like 
to  seek  it  out  with  you. 

Senator  Packwood.  Do  the  other  two  agree,  we  cannot  have  uni- 
versal coverage  without  mandates? 

Mrs.  Lehnhard.  We  supported  some  combination  of  employer 
and  individual  mandate. 

Senator  PACKWOOD.  Mr.  Link? 

Mr.  Link.  It  may  be  long  term,  but  that  is  true.  The  Alliance  for 
Managed  Competition  is  not  in  favor  of  employer  mandates.  I  will 
tell  you  from  my  own  standpoint,  I  believe  some  of  what  Senator 
Durenberger  said,  the  changes  made  in  Minnesota  got  about  half 
of  the  people  in  a  very  short  period  of  time.  I  would  be  much  more 
in  favor  of  starting  down  that,  making  these  reforms,  seeing  who 
got  covered. 

It  is  probably  true  that  you  will  not  get  100  percent  of  the  people 
covered.  But  then  look  and  see  who  is  not  covered,  why  they  are 
not  covered  and  target  the  solution  to  that,  rather  than  start  at  the 
beginning  with  what  you  think  is  a  preconceived  notion  and  stick 
an  employer  mandate  in  that  may  not  be  the  best  solution  in  the 
long  run. 

Senator  PACKWOOD.  What  about  an  individual  mandate? 

Mr.  Link.  It  may  be  that  Senator  Chafee's  idea  of  an  individual 
mandate  is  the  thing  that  will  eventually  be  needed  to  cover  every- 
one. 

But  even  in  a  State  where  there  is  an  auto  insurance  mandate, 
I  think  in  Minnesota  there  is  a  mandate  for  auto  insurance,  only 
about  93  percent  of  the  people  are  covered. 

Senator  Packwood.  Correct  me  if  I  am  wrong.  Germany's  man- 
date is  an  individual  mandate  in  theory.  Most  people  buy  it 
through  their  employer  and  the  employer  pays  half  of  it,  but  it  is 
a  payroll  deduction.  And  Germany  comes  close  to  achieving  univer- 
sal coverage  with  what  they  call  an  individual  mandate,  unless  I 
am  mistaken.  Correct  me  if  I  am  wrong. 

Mr.  Link.  I  cannot  correct  you. 

Mr.  Gradison.  There  is  a  significant  number  of  people — the 
number  that  comes  to  my  mind  is  10  percent,  that  may  be  off 
slightly — that  are  not  covered  under  the  State  system  in  Germany 
because  higher  income  people  are  permitted  to  opt  out,  a  very  high 
percentage  of  them  by  private  health  insurance. 

Senator  Packwood.  But  for  a  very  understandable  reason  they 
opt  out  because  the  German  payroll  deduction  is  a  percentage  of 
wages  and  there  is  no  cap.  And  you  get  up  to  $200,000  or  $300,000 
a  year  with  what  you  pay  in  a  payroll  deduction,  you  can  opt  out 
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and  buy  private  insurance  for  a  better  price  than  you  would  pay 
on  your  payroll  deduction. 

So  that  is  not  so  much  a  question  of— I  would  not  worry  about 
that.  If  people  want  to  opt  out  and  buy  individual  insurance  be- 
cause it  is  too  high  in  the  pool,  you  are  going  to  have  to  be  pretty 
high  income  before  you  think  about  opting  out. 

Mr.  Link.  Senator,  you  asked  a  question  a  little  earlier  in  re- 
sponse to  a  statement  where  I  think  David  said — or  maybe  it  was 
Bill  Custer — you  would  have  to  have  an  individual  mandate  even 
with  an  employer  mandate.  You  said  that  is  because  some  people 
do  not  work.  Well,  that  is  part  of  it. 

Unless  you  are  going  to  have  the  employer  pay  100  percent  of  the 
premium,  the  employee  is  going  to  have  to  pay  some  percentage  of 
the  premium.  And  some  of  those  employees  will  choose  not  to  pay 
that  percentage  of  the  premium.  So  you  will  not  get 

Senator  Packwood.  Unless  they  have  to. 

Mr.  LINK.  That  is  what  I  said.  So  you  have  to  have  an  individual 
mandate  along  with  an  employer  mandate  if  your  goal  is  to  get  ev- 
erybody covered. 

Senator  PACKWOOD.  Now  let  me  shift  a  moment  to  community 
rating  because  Superintendent  Curiale  kind  of  said,  I  tell  you,  it 
is  not  worth  the  trouble.  By  the  time  you  try  to  figure  out  who 
smokes  and  who  does  not,  and  who  exercises  and  who  does  not,  and 
who  drinks  and  who  does  not,  it  is  not  worth  the  trouble. 

But  I  sense  all  of  you  do  not  agree  with  that.  You  would  have 
a  reasonable  variance  in  community  rating  for  demographic  or  age 
or  sex.  I  am  not  quite  sure  of  what  conditions.  Do  I  read  it  right? 

Mrs.  Lehnhard.  But  I  do  not  think  any  of  us  are  saying  you 
allow  variations  for  health  status. 

Senator  Packwood.  No,  no.  I  understand  that.  But  would  you 
allow  it  for  style  of  life?  Bill,  you  would  not. 

Mr.  Gradison.  No,  Mr.  Chairman,  I  think  it  should,  if  there  are 
to  be  variations  they  should  be  objective,  demographic  factors.  We 
have,  I  have  to  acknowledge,  thought  also  of  age. 

Senator  PACKWOOD.  Age  is  a  demographic. 

Mr.  Gradison.  And  the  geographic  factor  is  very  important  be- 
cause health  care  costs  very  enormously 

Senator  Rockefeller.  Mr.  Gradison,  you  are  not  telling  the 
truth,  sir.  You  have  it  right  in  your  testimony  that  you  say  "should 
be  allowed  to  establish  premium  rates  that  provide  incentives  for 
healthy  life  styles  and  managing  care." 

Mr.  Gradison.  May  I  explain?  I  was  about  to  explain  that,  Sen- 
ator. 

We  think  it  reasonable  in  addition  to  the  objective  demographic 
factors  that  have  already  been  mentioned  to  consider  a  catchall 
that  might  be  permitted  in  the  way  of  a  discount,  10  or  15  percent 
comes  to  mind.  These  things  I  think  are  objective.  Did  your  chil- 
dren get  the  vaccinations  when  required?  Have  you  had  your  an- 
nual cholesterol  check?  Do  you  smoke?  A  combination  of  those  I 
think  would  encourage  wellness  and  would  not  get  into  what  I 
would  call  life  style  factors. 

Let  me  be  very  explicit.  This  is  not  in  any  way  intended  to  get 
into  such  things  as  sexual  orientation  or  anything  of  that  kind.  We 
are  trying  to  encourage  objective  treatment. 
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Senator  Packwood.  I  was  not  thinking  about  that  when  I  asked 
the  question.  I  understand  the  sensitivity.  I  was  thinking  more  of 
the  drinking,  and  the  physical  exercise,  and  the  smoking.  I  did  not 
mean  to  tread  on  sensitive  ground. 

Thank  you,  Mr.  Chairman. 

The  Chairman.  Thank  you.  Do  you  not  remember  that  whenever 
people  jog  they  sprain  their  ankles?  [Laughter.] 

Senator  PACKWOOD.  It  is  an  unhealthy  life  style. 

The  Chairman.  Do  you  know  the  risk  of  moving  an  individual 
unprotected  through  moving  vehicular  traffic? 

Senator  PACKWOOD.  I  am  reminded  of  our  former  colleague,  Bill 
Hathaway,  one  time.  He  was  a  great  golfer,  but  did  not  really  care 
for  much  of  anything  else.  But  he  took  up  some  other  exercise  at 
some  rigor  for  2  or  3  months  and  I  asked  him  how  he  was  doing 
and  he  said  he  had  given  it  up  thank  God  and  he  felt  a  lot  better 
since  he  gave  it  up.  [Laughter.] 

The  Chairman.  Senator  Rockefeller,  you  are  next. 

Senator  ROCKEFELLER.  Thank  you,  Mr.  Chairman. 

I  suspect  nobody  will  be  surprised  if  I  concentrate  my  questions 
on  you,  Mr.  Gradison.  I  will  start  by  saying  that  I  think  that  the 
advertising  that  you  have  instructed  and  that  your  HIAA  has  been 
putting  on  television  throughout  this  country  at  the  cost  of  $8  to 
$10  to  $15 — God  knows  where  it  will  end  up — millions  of  dollars 
is  probably  the  single  most  destructive  effort  that  I  can  remember 
in  30  years  of  public  life  at  trying  to  undermine  public  policy  that 
this  country  desperately  and  definitely  wants. 

You  hold  up  your  paper  here  and  you  talk  about  all  the  things 
you  would  like  to  see,  knowing  full  well  that  the  American  people, 
of  course,  will  never  see  this,  nor  will  they  ever  hear  it.  What  they 
see  is  what  you  pay  for,  which  is  that  Harry  and  Louise  know  that 
there  is  a  better  way.  You  talk  about  giant  bureaucracies  and  you 
are  scaring  people. 

You  are  scaring  people  in  general  about  the  whole  concept  of 
health  care  reform,  not  just  the  Clinton  health  care  reform,  but  any 
kind  of  health  care  reform  that  has  substance  that  might  include 
community  rating  or  other  things  that  you  do  not  want. 

My  question — I  guess  it  really  is  not  a  question.  My  statement 
to  you  is  that  I  think  the  reason  that  you  are  against  a  lot  of  these 
things  is  that  right  now  you  have  the  consumers  right  where  you 
want  them.  Blue  Cross  and  Blue  Shield  happened  to  go  broke  in 
West  Virginia  and  left  a  lot  of  people  very  unhappy.  They  did  not 
have  a  very  good  experience  in  West  Virginia. 

But  the  groups  that  you  represent,  Mr.  Gradison,  many  of  them 
have  very  high  overhead,  administrative  costs,  because  they  are 
small  and  because  it  takes  them  quite  a  lot  of  money  to  pay  some- 
body to  investigate  medical  histories.  Blue  Cross  and  Blue  Shield 
of  Washington,  in  fact,  denied  my  oldest  son  and  oldest  daughter 
coverage.  I  assume  it  was  not  because  they  were  not  able  to  afford 
it  or  their  parents  were  not. 

They  sent  detectives  out  to  find  out  something.  They  said  my  son 
had  a  slipped  disk.  Well,  it  was  not  him.  That  was  me.  That  was 
30  years  ago  and  I  am  fine.  They  talked  about  my  daughter's  cho- 
lesterol count.  She  could  not  get  health  insurance  because  of  it.  She 
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is  up  at  5:30  every  morning  and  exercising  and  her  cholesterol 
count  is  probably  around  120. 

In  any  event,  I  think  your  businesses  are  unhappy  because  you 
now  have  the  consumer  right  where  you  want  them  and  you  have 
power  over  the  consumer.  And  you  go  ahead  with  a  business  and 
you  negotiate  more  or  less  on  your  terms  what  you  want  and  then 
you  and  the  business  hand  that  to  the  consumer  and  the  consumer 
says,  well,  this  is  what  I  got  and  this  is  what  I  have  to  pay,  and 
up  go  the  insurance  premiums,  15,  20,  25,  35  percent  each  year 
whether  it  is  for  a  person  or  for  a  small  business;  and  your  people 
are  doing  just  fine. 

The  people  that  are  really  getting  shafted  are  the  American  peo- 
ple. You  talk  about  bureaucracies.  You  have  written  the  book  on 
bureaucracies.  The  insurance  industry  has  written  the  book  on  bu- 
reaucracies. You  are  the  people  that  have  the  big  tall  buildings. 
Maybe  not  you,  maybe  some  of  these  others  have  the  big  tall  build- 
ings— 8  to  10  stories  with  marble  and  statues  all  over  the  place, 
and  paintings  by  Sevrat. 

I  mean,  you  are  the  people  that  do  the  bureaucracy.  What  we  are 
trying  to  do  in  this,  and  whether  this  is  the  Clinton  plan  or  the 
Breaux  plan  or  the  Chafee  plan  or  whatever  plan  it  is,  we  are  try- 
ing to  get  rid  of  bureaucracies  through  alliances  and  that  threatens 
you.  Because  that  threatens  to  take  the  power  away  from  you  and 
give  it  to  the  consumers  who  are  aggregated  in  large  numbers  into 
alliances  so  they  can  more  effectively  negotiate  with  you  and  with 
the  providers. 

That  is  a  real  power  loss  for  you.  And  I  think  that  is  a  real, 
frankly,  job  loss  for  some  of  your  membership,  which  is,  I  think, 
the  fundamental  reason  you  are  spending  $10-$15  million  on  the 
air  to  scare  the  American  people  on  health  care  in  general,  not  just 
about  insurance  reform.  You  do  not  particularly  talk  about  that. 

You  talk  about  bureaucracies.  You  hit  all  the  standard  buttons 
that  get  Americans  nervous.  You  are  having  an  effect.  You  are  very 
skillful  as  an  executive.  You  are  having  a  very  good  effect.  You  can 
see  the  distrust  of  the  Clinton  plan  coming  down  as  your  ads, 
which  are  the  only  ones  out  there  because  we  do  not  have  the 
money  to  go  ahead  and  try  and  counteract  them. 

But  I  would  say  you  are  the  person  that  gets  upset  by  reform  be- 
cause then  all  of  a  sudden  the  consumer  has  the  power.  And  then 
they  have  power  over  you.  They  tell  you  that  you  have  to  come  to 
them  if  you  are  still  in  business,  that  you  have  to  come  to  them 
and  they  are  not  interested  in  20  or  30  percent  administrative 
costs. 

They  want  insurance  on  the  terms  that  they  ought  to  have  it  and 
at  which  they  can  afford  to  have  it.  That  is  the  only  basis  in  which 
we  ought  to  be  doing  business  around  here.  You  can  comment  as 
you  wish. 

Mr.  GRADISON.  Thank  you,  Senator.  During  the  transition  period 
prior  to  the  new  administration  coming  into  office  in  late  1992,  we 
made  public  our  vision  for  health  reform  in  America  which  I  out- 
lined earlier — universal  coverage,  a  federally  defined  benefit  pack- 
age, an  end  to  exclusions  on  the  basis  of  pre-existing  conditions,  a 
universal  single  claims  form,  and  even  the  controversial  employer 
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mandate.  We  were  probably  the  first  business  group  in  America  to 
endorse  the  employer  mandate. 

During  that  period  the  transition  team  for  the  Clinton  health 
plan — I  think  it  was  actually  Judy  Feder  who  worked  with  us  to- 
gether when  we  were  involved  in  the  work  of  the  Pepper  Commis- 
sion— described  our  views  as  "progressive."  I  think  they  still  are. 

Senator  Rockefeller.  Are  any  of  those  in  your  ads? 

Mr.  Gradison.  The  answer  is  yes,  sir.  They  are.  Yes,  they  are. 

The  Chairman.  May  I  say,  Senator  Rockefeller,  I  hope  you  will 
take  as  much  time  as  you  feel  is  appropriate. 

Senator  Rockefeller.  I  have  said,  Mr.  Chairman,  what  I  want 
to  say. 

The  Chairman.  We  will  give  Mr.  Gradison  as  much  time  as  he 
needs. 

Mr.  Gradison.  I  would  just  like  to  go  further  if  I  may  very  brief- 

ly. 

The  rules  that  apply  to  insurance  regulation  up  until  now,  health 
insurance  regulation,  have  been  following  a  traditional  insurance 
model  which  applies  in  other  fields  of  insurance — life  insurance, 
property  insurance,  and  so  forth — when  there  is  a  direct  relation- 
ship between  the  risk  and  the  premium,  and  where  the  companies 
issuing  the  policies  are  not  required  to  issue  them. 

If  my  teenage  son  has  too  many  accidents,  I  am  going  to  not  only 
pay  more  for  auto  insurance — I  might  have  trouble  getting  it  except 
in  certain  States.  We  are  agreed  that  that  paradigm  no  longer 
should  apply  to  health  insurance. 

What  we  are  talking  about  is  moving  away  from  the  traditional 
method  of  regulating  health  insurance  in  this  country  to  a  social 
insurance  model  where  everybody  is  going  to  be  covered.  Now  there 
will  be  differences  of  opinion  exactly  on  how  to  share  those  costs 
and  how  to  phase  it  in.  But  those  are  minor  compared  with  the 
agreement  that  we  want  to  change  this  entirely.  Not  only  change 
it,  but  move  toward  a  system  in  which  the  regulation  has  been  50 
different  ways,  and  move  to  one  where  is  based  on  the  major  key 
points  a  degree  of  uniformity. 

You  refer  to  our  membership.  I  would  like  to  comment  about  our 
membership.  We  cover  the  entire  gambit,  from  pure  old-fashioned 
plain  vanilla  indemnity  plans  to  essentially  pure  plain  vanilla 
HMO's.  Our  membership  on  the  HMO  side  includes  some  compa- 
nies which  so  far  as  I  know  do  nothing  but  HMO's,  like  FHP  or 
Humana.  It  includes  companies  like  New  York  Life,  which  are  both 
indemnity  and  in  a  growing  and  major  way  in  HMO's,  HealthPlus 
down  here. 

We  are  trying  to  offer  our  best  recommendations  to  those  of  you 
who  have  the  responsibility  for  creating  public  policy.  We  have  ex- 
pressed the  concerns  which  you  are  alluding  to  and  we  are  con- 
vinced that  there  will  be  a  better  plan  if  it  does  not  mandate  these 
health  alliances  and  if  it  does  not  have  premium  limits.  That  is  our 
advice. 

The  Chairman.  Senator  Rockefeller? 

Senator  Rockefeller.  Mr.  Chairman,  I  think  that  is  extremely 
disingenuous.  It  is  easy  for  Bill  Gradison  to  say  that.  He  knows 
perfectly  well,  or  if  he  cares  to  differ,  I  am  perfectly  happy  to  have 
him  say  so,  that  the  advertising  campaign  that  he  has  put  on  is 
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basically  is  the  most  extensive  advertising  campaign  I  can  ever  re- 
member. I  remember  living  through  the  Panama  Canal.  I  do  not 
remember  anything  even  close  to  what  Bill  Gradison's  HIAA  has 
been  putting  on  to  scare  the  American  people. 

You  are  basically  scaring  the  American  people  away  from  health 
care  reform.  It  is  this  Senator's  judgment  that  you  are  doing  that. 
You  can  talk  to  yourself  about  having  all  of  this  or  that  goals  in 
mind,  but  what  you  are  doing  is  scaring  people. 

When  you  scare  Americans  you  can  do  it  very  successfully  and 
you  can  do  it  very  easily  by  pushing  certain  hot  buttons.  You  have 
found  them  all  and  you  are  using  them  all  very  effectively.  I  find 
it  very,  very  sad. 

The  Chairman.  Can  I  say,  if  you  will  allow  me,  that  I  am  going 
to  associate  myself  with  Senator  Rockefeller  on  this.  I  do  not  watch 
a  lot  of  television  and  it  was  not  until  I  was  on  the  Evans  and 
Novak  program  on  Saturday  that  they  put  on  and  they  had  me 
watch  Harry  and  Louise.  It  would  not  come  under  the  heading  of 
a  public  service.  [Laughter.] 

There  was  no  information.  There  was  only  portent.  What  is  going 
on?  They  are  doing  something  to  us.  No  one  is  doing  anything  to 
anyone  around  here.  We  are  trying  to  do  the  sort  of  things  you  did 
when  you  were  a  member  of  the  Congress. 

You  are  after  all  using  premium  money  to  do  this,  which  is  your 
right. 

Senator  PACKWOOD.  Let  me  just  put  in  my  two  bits  worth. 
Frankly,  Bill,  I  do  not  find  your  ads  nearly  as  scurrilous,  if  that 
is  the  word  people  want  to  call  them.  Many  of  the  political  ads  that 
I  have  seen  that  members  of  this  Senate  run  against  their  oppo- 
nent, let  alone  what  their  opponents  run  against  them. 

As  far  as  I  am  concerned,  if  your  ads  have  the  effect  of  convinc- 
ing the  people  we  should  not  have  these  mandatory  health  alli- 
ances, you  have  done  a  public  service. 

The  Chairman.  The  Chair  is  going  to  have  to  make  a  ruling 
here.  [Laughter.] 

If  the  quality  of  political  campaign  ads  is  what  we  are  going  to 
measure  against,  it  will  undoubtedly  be  the  end  of  civilization  as 
we  know  it.  [Laughter.] 

No.  No.  Do  you  want  to  reconsider  that?  [Laughter.] 

Senator  Rockefeller? 

Senator  Rockefeller.  Nothing  further,  sir. 

The  Chairman.  Senator  Daschle  will  be  our  last  questioner  once 
again. 

Senator  Daschle.  Mr.  Chairman,  I  also  have  to  associate  myself 
with  the  remarks  of  the  Chairman  and  the  Senator  from  West  Vir- 
ginia. 

I  have  known  Bill  Gradison  for  a  long  time  as  Congressman  Bill 
Gradison.  The  one  word  that  I  have  always  associated  with  Con- 
gressman Bill  Gradison  was  integrity.  We  would  differ  on  issues  as 
a  member  of  the  Ways  and  Means  Committee.  But  I  always  felt 
that  Bill  Gradison  had  integrity.  These  ads  do  not  have  integrity. 
These  ads  do  not  reach  the  standard  of  integrity  that  Bill  Gradison 
was  associated  with  for  many,  many  years  as  a  member  of  Con- 
gress. 
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I  differ  strongly  with  Senator  Packwood.  I  do  not  think  the  pur- 
suit of  truth  can  be  justified  by  the  utilization  of  half  truths.  That 
is  what  this  is — half  truths. 

I,  as  Senator  Moynihan  has  indicated,  am  very  concerned  that 
rather  than  using  premium  dollars  on  insurance  products,  we  are 
using  them  to  spoil  the  debate  that  is  so  critical  if  we  are  going 
to  arrive  at  the  right  decisions. 

I  hope  that  at  some  point  HIAA  will  reconsider  its  methods  of  in- 
volving itself  in  this  very  serious  debate. 

The  presentations  made  this  morning  were  excellent.  I  differ 
with  many  of  the  points  raised.  But  they  are  legitimate  differences. 
Your  rational  for  taking  those  different  positions  are  not  based  on 
half  truths,  but  on  the  assumptions  about  what  is  best  for  your  in- 
dustry. There  is  nothing  to  apologize  for  that. 

But  I  must  tell  you,  I  am  very,  very  concerned  about  taking  a 
political  approach,  one  we  see  all  too  often.  It  is  no  secret  that  the 
perception  of  Congress  today  is  the  worst  it  has  been  in  100  years. 
We  are  down  at  around  19  percent  favorability.  Why?  Because  the 
public  see  those  awful  ads  Senator  Packwood  has  talked  about. 

I  do  not  want  to  do  to  health  what  we  have  already  done  to  Con- 
gress. I  hope  that  somehow,  someway  we  can  enlighten  the  Amer- 
ican people,  engage  them  and  not  frighten  them;  78  percent  of  the 
American  people,  according  to  a  poll  I  just  saw  this  morning,  be- 
lieve there  is  a  health  insurance  crisis.  What  do  you  believe? 

Mr.  Gradison.  May  I  start? 

Senator  Daschle.  Yes. 

Mr.  GRADISON.  I  believe  that  there  is  a  health  insurance  crisis 
for  those  who  have  no  insurance  or  have  fears,  very  legitimate 
fears,  of  losing  their  health  insurance.  I  think  that  there  are  many 
Americans,  perhaps  the  majority,  who  might  not  use  the  word  "cri- 
sis" to  describe  their  own  situation.  I  think  it  is  both. 

I  think  there  is  a  definite  need  to  change  the  way  insurance  is 
regulated  in  this  country  to  provide  universal  coverage.  I  have 
been 

I  would  like  to  respond — if  I  were  still  here  it  would  be  a  point 
of  personal  privilege.  But  basically  I  am  still  the  same  person,  Sen- 
ator. I  am  a  dove  turned  hawk.  The  way  in  which  this  debate  got 
started  last  year,  not  in  the  Congress,  but  elsewhere,  was  premised 
in  part  upon  the  notion  that  health  insurance  could  be  sold  by 
blaming  the  current  problems  on  the  health  insurers.  I  could  docu- 
ment that  at  great  depth  in  writing  if  it  were  necessary  to  do  so. 

What  I  would  hope  we  could  do — and  I  have  said  this  to  the 
White  House,  and  while  they  can  speak  for  themselves  I  think 
there  is  an  agreement — is  to  not  get  into  who  cast  the  first  stone, 
but  get  into  working  together  to  find  answers  for  the  future.  That 
is  certainly  my  hope. 

As  for  our  media  program,  it  is  always  subject  to  review  and  re- 
vision. 

Senator  DASCHLE.  Well,  I  certainly  hope  so. 

Mr.  Gradison.  Thank  you,  Senator. 

The  Chairman.  Mrs.  Lehnhard? 

Senator  Daschle.  Could  you  respond  to  the  question  about 
whether  or  not  we  have  an  insurance  crisis? 
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Mrs.  Lehnhard.  I  would  respond  in  the  same  way.  Without 
question,  for  those  individuals  who  have  been  dropped,  who  cannot 
get  it  an  affordable  price,  who  do  not  have  an  employer  contribut- 
ing, it  is  very  much  a  crisis  for  them  personally  and  their  family. 

I  think  that  all  of  this  panel  has  laid  out  that  we  need  universal 
coverage,  insurance  reform,  and  a  strong  cost  containment  strat- 
egy. 

The  Chairman.  Fine. 

And,  Mr.  Link,  it  evolves  to  you  to  have  the  last  word. 

Mr.  Link.  In  the  interest  of  time,  I  agree  exactly  with  Mrs. 
Lehnhard. 

The  Chairman.  You  mean  all  we  have  to  do  is  run  long  enough 
and  you  agree? 

Mr.  Link.  No.  I  do  agree  with  her. 

The  Chairman.  It  was  a  fine  hearing.  Thank  you,  Senator  Pack- 
wood.  Thank  you,  Senator  Daschle.  Thank  you,  Mr.  Gradison,  Mrs. 
Lehnhard,  Mr.  Link.  We  thank  our  audience  and  we  thank  C- 
SPAN. 

[Whereupon,  at  1:00  p.m.,  the  hearing  was  adjourned.] 
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Prepared  Statement  of  Salvatore  R.  Curiale 

INDIVIDUAL  .AND  SMALL  GROUP  HEALTH  INSURANCE  REFORM  IN  NEW  YORK  STATE 

Mr.  Chairman  and  Committee  Members,  I  am  Salvatore  R.  Curiale,  Superintend- 
ent of  Insurance  for  the  State  of  New  York.  Thank  you  for  your  invitation  to  testify 
today  concerning  New  York's  efforts  to  reform  the  individual  and  small  group  health 
insurance  markets  in  the  State. 

Open  Enrollment  and  Community  Rating  for  Individuals  and  Small  Groups 

In  July  of  1992  open  enrollment  and  community  rating  legislation  was  enacted 

in  New  York. 
The  major  provisions  of  that  legislation  included  the  following: 

— Any  health  insurer  offering  an  individual  or  small  group  contract  in  New  York 
was  required  to  accept  all  applicants. 

— All  individual  and  small  group  health  insurance  contracts  were  required  to  be 
community  rated,  that  is,  all  persons  with  that  contract  pay  the  same  rate  with- 
out regard  to  age,  sex.  health  status  or  occupation. 

— All  HMOs  in  the  state  were  required  to  offer  individual  contracts. 

— Persons  with  health  insurance  coverage  who  change  jobs  must  be  credited  with 
the  time  covered  under  their  prior  contract  when  calculating  the  pre-existing 
condition  limitation. 

— A  risk  adjustment  mechanism  among  insurers  was  authorized  to  assure  market 
stabilization. 

Issues  Leading  to  Legislative  Reform 

What  prompted  New  York  to  embark  on  a  major  and  controversial  effort  to 
change  the  health  insurance  financing  system  in  New  York  as  it  existed  in  the  early 
1990s? 

In  the  1960s  and  1970s  most  small  groups  and  individuals  were  able  to  obtain 
health  insurance  coverage  through  regional  Blue  Cross/Blue  Shield  plans  or  com- 
mercial carriers.  Health  care  expenditures  grew  rather  modestly  over  this  time  and 
premiums  remained  relatively  affordable  for  all  participants.  In  the  1980s,  health 
care  costs  skyrocketed  and  commercial  health  insurance  companies  began  to  screen 
applicants  more  closely  in  an  effort  to  avoid  the  worst  risks.  At  the  same  time,  the 
largest  Blue  Cross/Blue  Shield  plan  in  New  York  was  expanding  its  open  enrollment 
policy,  making  available  major  medical  coverage  without  underwriting. 

Dramatic  annual  increases  in  hospital  and  medical  costs  during  this  time  were 
convincing  many  small  employers  to  seek  out  lower-cost  alternatives.  Employee 
groups  that  contained  the  better  risks,  i.e.,  the  healthier  individuals,  were  able  to 
achieve  savings  through  the  commercial  health  insurance  companies  which  could 
pick  and  choose  the  healthiest  and  youngest  groups. 

New  York  is  one  state  in  which  Blue  Cross/Blue  Shield  plans  have  retained  their 
traditional  role  as  health  insurers  of  last  resort,  thus  it  was  these  non-profit  insur- 
ers that  were  badly  hurt  when  their  best  risks  began  to  sign  on  with  lower-price 
competitors  who  carefully  selected  only  lower  risk  customers.  Since  Blue  Cross/Blue 
Shield  plans  rely  on  the  experience  of  their  entire  community  of  risks  in  determin- 
ing rates  for  individuals  and  small  groups  their  premiums  began  to  accelerate  as 
their  pools  of  risks  deteriorated.  Companies  that  practiced  both  community  rating 
(i.e..  accepting  all  applicants  without  regard  to  medical  condition  usually  with  a 
waiting  period  for  claims  that  result  from  pre-existing  conditions)  and  open  enroll- 
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ment  were  trapped  in  a  spiral  of  ever-escalating  premiums.  As  premiums  rose,  more 
and  more  healthy  customers  abandoned  the  fold,  which  meant  further  rate  hikes. 

In  our  review  of  commercial  carrier  underwriting  rules  we  found  that  these  car- 
riers generally  had  a  very  long  list  of  blacklisted  or  restricted  industries  and  occupa- 
tions, that  is,  small  businesses  that  are  absolutely  rejected  by  the  insurer.  They  in- 
cluded such  businesses  as  farms,  wrecking  and  demolition  work,  restaurants,  police- 
men and  firemen,  florists  and  liquor  stores,  orchestras,  actors  and  other  entertain- 
ment groups,  barber  shops  and  beauty  shops,  hotels/motels  and  transportation  in- 
dustries such  as  taxicabs  and  trucking  and  many  more. 

The  list  of  restricted  industries  and  occupations  by  commercial  insurers  grew, 
leaving  Blue  Cross  as  the  only  option  for  many  small  groups.  The  poorer  risks  and 
those  without  leverage  in  the  marketplace  were  able  to  obtain  coverage  only  through 
the  Blue  Cross/Blue  Shield  plans  and  were  required  to  pay  higher  and  higher  pre- 
mium rates. 

As  we  saw  a  rise  in  the  number  of  uninsured  persons  in  the  state;  as  the  com- 
plaints increased  by  individuals  and  small  businesses  that  they  were  being  priced 
out  of  health  insurance  coverage;  as  we  saw  the  community  rated  pools  of  Blue 
Cross/Blue  Shield  being  significantly  reduced  in  number  and  becoming  more  costly; 
and  as  we  saw  more  individuals  and  members  of  small  groups  rejected  for  coverage 
by  some  insurers,  it  became  obvious  that  there  was  a  need  to  change  the  existing 
system. 

We  believed  that  the  problems  we  were  faced  with  in  the  individual  and  small 
group  market  appeared  to  be  caused  primarily  by  allowing  the  underwriting  of 
health  insurance  risks  and  by  the  existing  statutory  authority  which  allowed  com- 
munity rating  and  experience  rating  to  exist  as  competing  rating  methodologies. 

We  felt  the  fundamental  change  necessary  in  our  approach  to  health  insurance 
protection  for  individuals  and  small  groups  was  that  less  effort  should  be  expended 
keeping  people  out  of  the  system  through  underwriting  and  rating  barriers  and 
more  effort  expended  in  bringing  people  into  the  system  and  doing  a  better  job  of 
managing  their  care  and  protecting  them  from  the  instability  that  results  from 
widely  fluctuating  premium  rate  increases. 

This  fundamental  change  in  approach  to  health  insurance  protection  for  individ- 
uals and  small  groups  could  best  be  achieved  through  a  change  in  the  insurance  sys- 
tem which  required  that  these  risks  be  community  rated  on  an  open  enrollment 
basis  subject  to  rate  approval  by  the  Insurance  Department. 

Impact  of  Reforms 

In  analyzing  and  evaluating  the  enactment  of  the  community  rating/open  enroll- 
ment law  in  New  York,  its  implementation  and  the  resulting  changes  in  the  market- 
place, we  have  the  following  observations  and  comments: 

— The  availability  of  health  insurance  coverage  from  all  types  of  insurers  (com- 
mercials, HMOs  and  non-profits)  eliminated  the  Blue  Cross  Plans  as  the  insurer 
of  last  resort  in  New  York.  Anyone,  regardless  of  health  status  or  occupation, 
can  now  obtain  health  insurance  coverage  at  a  community  rate. 

— It  had  been  predicted  that  open  enrollment  and  community  rating  would  cause 
commercial  insurers  to  leave  the  health  insurance  market.  That  fear  was  un- 
founded. A  few  commercial  insurers  left  the  individual  and  small  group  market, 
however,  they  were  insignificant  writers.  All  of  the  major  small  group  health 
insurance  writers  remained  in  the  small  group  market. 

— Community  rating  did  cause  premium  rates  to  increase  for  younger  insureds, 
however,  about  60%  of  the  persons  affected  by  the  change  in  rates  received  rate 
decreases  or  increases  no  greater  than  20%,  including  trend.  Some  carriers  com- 
bined normal  rate  increases  with  the  change  to  community  rating  and  used 
community  rating  as  the  scapegoat  for  consumer  complaints  about  increases. 

— The  requirement  to  provide  coverage  on  an  open  enrollment  basis  and  commu- 
nity rating  of  individual  and  small  group  health  insurance  policies  accelerated 
the  change  by  insurers  to  managed  care  products. 

— Consumers  were  particularly  pleased  with  the  "portability  provisions"  in  the 
law  which  allowed  them  to  change  jobs  without  the  imposition  of  a  new  pre- 
existing condition  limitation. 

— Empire  Blue  Cross  and  Blue  Shield,  which  was  in  the  midst  of  well-publicized 
management  problems,  lost  considerable  market  share  just  prior  to  and  subse- 
quent to  passage  of  the  community  rating/open  enrollment  legislation. 

— There  was  a  considerable  number  of  telephone  inquiries  (900+  phone  calls  in 
one  week  in  mid-March,  1993)  just  prior  to  and  immediately  subsequent  to  im- 
plementation of  the  legislation.  In  hindsight,  staggered  implementation  of  the 
community  rating  requirement,  such  as  at  time  of  renewal,  would  have  made 
the  systemic  change  smoother. 
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— The  initial  community  rates  filed  by  some  commercial  insurers  with  the  Insur- 
ance Department  for  use  on  April  1,  1993,  were  reduced  shortly  after  April, 
1993,  because  of  the  competitive  small  group  market.  In  combination  with  regu- 
latory pressure  to  reduce  rates  for  April  1  approval,  a  strong  market  dynamic 
quickly  developed. 

— The  implementation  of  the  law,  including  promulgation  of  regulations  and  nec- 
essary regulatory  determinations  based  on  interpretation  of  the  law,  was  even 
more  difficult  and  confrontational  than  enactment  of  the  legislation. 

— The  community  rating/open  enrollment  legislation  did  not  require  that  all  insur- 
ers participate  in  all  markets.  Only  HMOs  are  required  by  law  to  be  in  the  indi- 
vidual market,  although  they  have  few  individual  insureds,  and  as  a  result, 
Blue  Cross  plans  dominate  the  individual  market  and  commercial  insurers  con- 
tinue to  avoid  the  individual  business. 

— The  implementation  of  a  risk  adjustment  mechanism  through  establishment  of 
demographic  and  specified  medical  conditions  pools  presents  an  ongoing  chal- 
lenge which  requires  continuous  oversight  and  data  collection  with  pools  oper- 
ational in  seven  geographic  regions  of  the  state. 

— More  needs  to  be  done  to  reform  the  health  insurance  system  in  New  York,  in- 
cluding standard  benefit  legislation,  "all  markets"  legislation  and  implementa- 
tion of  standard  claim  form  legislation.  Standard  benefits  and  "all  markets"  leg- 
islation will  be  proposed  this  year  and  implementation  of  standard  claim  forms 
legislation  will  also  take  place  this  year. 

In  general,  the  community  rating/open  enrollment  legislation  has  made  individual 
and  small  group  health  insurance  more  available  to  people  in  New  York  and  it  ap- 
pears that  premium  rates  are  more  stable.  In  the  small  group  health  insurance  mar- 
ket the  law  seems  to  be  working  well  as  small  groups  now  have  greater  choice  of 
insurance  plans  and  insurers  must  compete  on  the  bases  of  competitive  price  and 
management  of  care  rather  than  on  risk  selection  and  different  rating  methodolo- 
gies. The  individual  market  continues  to  present  the  problem  of  affordability  for 
many  but  this  situation  should  be  helped  in  part  by  the  risk  adjustment  mechanism 
and  by  an  "all  markets"  bill  which  would  require  that  insurers  operating  in  the 
group  market  subsidize  the  individual  market. 

There  has  been  particular  interest  in  the  New  York  experience  with  regard  to  the 
scope  of  the  reform,  our  decision  to  require  pure  community  rating,  our  establish- 
ment of  rating  areas  and  our  development  of  a  risk  adjustment  mechanism. 

Why  "Pure"  Community  Rating 

At  the  time  of  enactment  of  the  open  enrollment/community  rating  legislation  in 
New  York  all  Blue  Cross/Blue  Shield  plans  in  the  state  were  community  rating  their 
individual  and  small  group  business.  In  addition,  all  HMOs  were  required  to  com- 
munity rate  all  of  their  business.  A  change  to  something  less  than  pure  community 
rating  would  have  been  a  step  backward.  So-called  modified  community  rating  ap- 
pears to  be  a  recent  development  and  is  really  not  community  rating,  which  had  tra- 
ditionally meant  that  age  and  sex  would  be  eliminated  as  rating  factors. 

The  selection  of  groups  of  50  or  less  persons  to  be  affected  by  the  legislation  was 
based  on  a  number  of  considerations  including: 

— many  insurers  considered  groups  of  50  or  fewer  persons  as  small  groups, 
— those  groups  most  in  need  of  assistance  in  obtaining  and  maintaining  health  in- 
surance coverage  were  the  smaller  groups. 
— being  too  ambitious  may  have  caused  more  political  opposition,  and 
— if  it  was  desirable  to  expand  the  groups  affected  by  the  law  that  could  be  done 
at  a  later  time. 

The  New  York  Law  and  regulations  make  a  distinction  between  permissible  geo- 
graphic rating  areas  for  insurers  and  pooling  areas  under  the  risk  adjustment  mech- 
anism. Individual  insurers  must  charge  the  same  rate  to  all  policyholders  having 
the  same  contract  without  regard  to  age,  sex,  health  status  or  occupation,  however, 
different  premium  rates  are  permitted  for  different  geographic  regions  not  smaller 
than  a  single  county,  provided  the  regions  do  not  appear  to  contain  configurations 
designed  to  avoid  or  segregate  particular  areas  within  a  county.  Individual  insurers 
thus  determine  their  own  geographic  regions  for  the  purpose  of  rating  within  these 
constraints. 

Risk  Adjustment  Mechanism 

For  the  purpose  of  risk  adjustment  pooling  there  are  seven  broad  geographic  re- 
gions established  by  the  Insurance  Department  generally  following  the  geographic 
rating  areas  used  by  the  various  Blue  Cross/Blue  Shield  plans  in  the  state. 
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The  risk  adjustment  mechanism  in  New  York  established  risk  sharing  pools  for 
three  reasons: 

(1)  To  promote  competition  among  insurers  and  HMOs  on  the  bases  of  administra- 
tive efficiency  and  managed  care  effectiveness. 

(2)  To  deter  competition  among  insurers  and  HMOs  on  the  basis  of  avoiding  or 
terminating  coverage  of  people  whose  health  care  costs  are  high. 

(3)  To  encourage  insurers  and  HMOs  to  enter,  remain  in,  and  compete  vigorously 
in  the  small  group  and  individual  health  insurance  markets,  by  shielding  them  from 
the  adverse  financial  consequences  of  insuring  a  disproportionate  share  of  people 
whose  health  care  costs  are  high. 

Insurance  Department  Regulation  146  seeks  to  achieve  these  purposes  by  estab- 
lishing two  types  of  pooling: 

(1)  A  portion  of  the  cost  of  specified  high-cost  medical  conditions  (transplants,  low- 
birth-weight  babies,  AIDS  and  conditions  leading  to  ventilator  dependency)  is  pooled 
among  all  insurers  and  HMOs.  Through  this  type  of  pooling,  all  insurers  and  HMOs 
proportionately  share  a  part  of  the  cost  of  treating  these  conditions. 

(2)  The  degree  of  health  risk  in  each  insurer's  and  each  HMO's  individual  and 
small  group  business,  as  measured  by  the  proportion  of  its  business  in  broad  age/ 
sex  (i.e.,  demographic)  categories,  is  compared  to  the  average  degree  of  health  risk 
for  all  insurers  and  HMOs.  Insurers  and  HMOs  which  have  a  lower  than  average 
degree  of  health  risk  in  their  individual  and  small  group  business  pay  into  the  pool. 
Insurers  and  HMOs  which  have  a  higher  than  average  degree  of  health  risk  in  their 
individual  and  small  group  business  collect  from  the  pool.  This  type  of  pooling  pre- 
vents insurers  and  HMOs  from  profiting  by  intentionally  or  unintentionally  "skim- 
ming" the  best  risks;  it  also  protects  insurers  and  HMOs  which  don't  "skim"  by  com- 
pensating them  if  they  cover  a  disproportionate  share  of  high  risk  people  because 
of  "skimming"  by  other  insurers. 

Regulation  146  established  seven  geographical  regions  in  each  of  which  there  are 
three  risk  adjustment  pools,  as  follows: 

(1)  A  demographic  pool  for  Medicare  supplement  business; 

(2)  A  demographic  pool  for  all  of  the  non-Medicare  supplement  individual  and 
small  group  (groups  of  50  employees  or  less)  medical  expense  policies  subject  to 
pooling;  and 

(3)  A  specified  medical  conditions  (SMC)  pool  for  non-Medicare  supplement  busi- 
ness. 

Each  demographic  pool  for  a  region  uses  demographics  by  age,  sex  and  family  sta- 
tus to  generate  an  index  called  the  Average  Demographic  Factor  (ADF)  for  each  car- 
rier in  that  region.  A  Regional  Demographic  Factor  (RDF)  is  calculated  by  taking 
the  average  of  the  ADFs  for  all  carriers  in  that  region.  The  regional  demographic 
factor  represents  the  average  age/sex/family  status  for  that  region.  Specifically,  to 
focus  on  the  age  parameter,  each  carrier  with  a  younger  risk  pool  will  pay  and  each 
carrier  with  an  older  risk  pool  will  collect.  The  rationale  for  the  age  adjustment  in 
the  demographic  pools  is  the  recognition  that  morbidity  increases  by  age  and  the 
risk  selection  that  is  present  by  age  in  a  carrier's  risk  pool  can  be  risk  adjusted  to 
eliminate,  or  at  least  significantly  dampen,  the  variation  among  carriers  by  age. 

Each  SMC  pool  for  a  region  collects  a  premium  between  $1.25  and  $5.00  per  indi- 
vidual and  between  $2.50  and  $10.00  per  family  per  quarter  from  each  participating 
carrier.  These  premium  variations  reflect  richness  of  benefits.  The  premiums  fund 
the  reimbursement  of  a  fixed  amount  to  each  carrier  which  experiences  a  claim  for 
any  of  four  conditions:  transplants,  neonates,  AIDS  and  ventilator  dependents.  The 
rationale  for  the  SMC  pool  is  to  reimburse  for  aberrational  catastrophic  claims. 

Both  the  demographic  and  SMC  pools  have  both  prospective  and  retrospective  as- 
pects to  them.  For  example,  carriers  with  younger  demographic  pools  can  load  their 
premium  rates  to  reflect  anticipated  pool  contributions.  The  retrospective  aspect  of 
the  demographic  pools  takes  the  form  of  an  annual  reconciliation  (in  May  of  each 
year)  that  "trues  up"  the  expected  demographics  and  claims  to  the  actual  experi- 
ence. 

The  SMC  pools  also  collect  a  premium  from  every  carrier  and  then  reimburse  for 
the  specified  conditions:  transplants,  neonates,  AIDS  and  ventilator  dependents. 
Retrospective  risk  adjustment  predominates  for  the  SMC  pools. 

The  SMC  pools  reimburse  a  fixed  amount  which  has  been  set  low  enough  to  en- 
courage managed  care  practices.  If  some  carrier  incurs  less  expense  than  the  stipu- 
lated amount,  then  the  actual  expenses  are  substituted  for  the  stipulated  amount. 
Because  the  amounts  are  set  much  lower  than  required  to  reimburse  the  full  ex- 
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pense  for  the  condition,  the  pool  has  a  managed  care  thrust,  an  incentive  for  the 
carrier  to  keep  expenses  or  manage  expenses  down  to  the  stipulated  amount. 

System  development  to  implement  the  risk  adjustment  system  was  probably  re- 
quired by  all  carriers  in  order  to  extract  the  appropriate  demographic  data  and,  in 
some  cases,  perform  the  demographic  calculations.  In  addition,  the  administrator  of 
the  pools  (Alicare)  had  to  develop  some  systems  for  administration  and  reporting, 
but  was  able  to  adapt  some  existing  systems  with  relative  ease. 

With  respect  to  the  SMC  pools,  the  data  collection  and  submission  at  this  point 
are  minimal  so  that  it  is  difficult  to  ascertain  the  necessary  system  development 
work.  However,  since  the  New  York  risk  adjustment  mechanism  is  relatively  simple, 
it  is  not  expected  to  be  a  major  expense  item  in  the  larger  scheme  of  things. 

Administratively,  the  demographic  pools  are  collecting  money  from  and  disbursing 
money  to  the  various  participating  carriers.  The  calculations  necessary  for  the  de- 
mographic pools  are  done  on  worksheets  designed  and  distributed  by  the  New  York 
State  Insurance  Department  with  the  cooperation  and  assistance  of  its  adminis- 
trator, Alicare.  Three  quarterly  collections  and  two  disbursements  have  been  made 
with  a  very  limited  number  of  problems. 

The  SMC  pools  have  collected  money,  but  distributed  none  to-date.  For  the  most 
part,  participating  carriers  have  not  as  yet  requested  reimbursement.  The  delay  in 
those  request  is  partially  due  to  the  newness  of  the  pool  and  of  the  rules  and  proce- 
dures for  obtaining  reimbursement. 

Legally  there  have  been  several  challenges  to  the  pools  by  the  New  York  HMO 
Conference  and  commercial  insurers.  For  those  HMOs  participating  in  the  lawsuit, 
payments  into  the  pool  have  been  put  into  an  escrow  account  until  a  final  deter- 
mination is  made  by  the  courts.  Therefore,  disbursements  have  been  reduced  by  the 
escrowed  amounts.  Again,  pool  payments  are  often  a  function  of  a  younger  risk  pool, 
which  is  the  result  of  past  risk  selection  practices  (including  benefit  design  prac- 
tices) that  encouraged  enrollment  of  younger  risks  and/or  discouraged  older  risks. 

CONCLUSION 

We  believe  that  the  open  enrollment  and  community  rating  legislation  has  re- 
warded New  York  residents  with  a  number  of  significant  benefits.  As  a  result  of  the 
open  enrollment  mandate,  New  Yorkers  can  obtain  comprehensive  health  insurance 
coverage  from  a  number  of  insurers  and  HMOs  without  regard  to  their  medical  con- 
dition their  age  or  their  occupation.  Community  rating  has  stabilized  premium  rates 
and  rate  increases.  While  premiums  remain  high,  insureds  need  not  worry  that  one 
or  two  catastrophic  claims  will  result  in  large  rate  increases.  Further,  restrictions 
on  pre-existing  condition  limitations  have  afforded  portability  of  coverage  allowing 
New  Yorkers  the  ability  to  change  jobs  or  individual  insurers  or  HMOs  without 
being  subject  to  new  waiting  periods  for  continuing  medical  problems. 

We  strongly  endorse  open  enrollment  and  community  rating,  including  an  appro- 
priate risk  adjustment  mechanism,  which  have  had  such  a  positive  impact  on  the 
New  York  health  insurance  system.  We  also  recognize,  however,  that  additional 
changes  are  necessary  to  further  address  existing  problems  with  the  system.  We 
look  forward  to  working  with  State  and  Federal  legislators  and  all  interested  parties 
to  afford  all  of  our  citizens  the  opportunity  to  obtain  and  maintain  comprehensive 
health  insurance  coverage  at  an  affordable  cost. 


Prepared  Statement  of  William  S.  Custer 

AMERICANS  WITH  AND  WITHOUT  HEALTH  INSURANCE:  IMPLICATIONS  FOR  REFORM 

Mr.  Chairman,  I  am  pleased  to  submit  this  statement  for  the  record  on  health 
insurance  reform.  The  Employee  Benefit  Research  Institute  (EBRD,  a  nonprofit, 
nonpartisan  public  policy  research  organization,  is  dedicated  to  providing  objective 
analysis  of  health  care  and  other  work  force  issues. 

While  the  employment-based  system  for  financing  health  insurance  coverage  con- 
tinues to  provide  coverage  for  63  percent  of  Americans  under  age  65,  that  source 
of  coverage  is  eroding  for  many,  especially  those  who  are  employed  by  smaller  em- 
ployers. Eighty-three  percent  of  nonelderly  Americans  and  99  percent  of  elderly 
Americans  (aged  65  and  over)  were  covered  by  either  public  or  private  health  insur- 
ance in  1992  (table  1).  Although  some  of  the  nonelderly  had  public  health  insurance 
(15  percent),  the  most  common  source  of  coverage  was  private  insurance  usually  ob- 
tained through  an  employment-based  plan. 

The  number  of  nonelderly  Americans  without  health  insurance  increased  to  38.5 
million  in  1992  (17.4  percent  of  the  nonelderly  population),  from  36.3  million  in  1991 
(16.6  percent)  35.7  million  in  1990  (16.5  percent),  and  34.4  million  in  1989  (16.1  per- 
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cent).  A  primary  reason  for  the  increase  in  the  number  of  uninsured  was  a  decline 
in  employment-based  coverage,  particularly  among  individuals  (and  their  families) 
working  in  small  firms.  The  number  of  nonelderly  Americans  with  employment- 
based  coverage  in  1992  was  138.0  million  (62.5  percent  of  the  nonelderly  popu- 
lation), a  decrease  from  139.8  million  (64.1  percent  of  the  total  nonelderly  popu- 
lation) in  1991  (table  1). 

These  estimates  and  most  of  those  presented  below  are  derived  from  the  March 
1993  supplement  to  the  Census  Bureau's  Current  Population  Survey  (CPS).  Most  re- 
searchers familiar  with  this  survey  agree  that  the  numbers  presented  provide  a 
snapshot  of  insurance  coverage  at  a  given  point  in  time  during  1992.  Another  Cen- 
sus survey,  the  Survey  of  Income  and  Program  Participation  (SIPP),  follows  a  small- 
er group  of  individuals  over  a  two-and-one  half-year  period.  The  latest  available  in- 
formation from  SIPP  indicates  that,  in  1987,  32  million  (13  percent)  Americans  were 
uninsured  at  any  given  moment,  50  million  (21  percent)  were  uninsured  for  some 
portion  of  1987,  and  16  million  (7percent)  were  uninsured  for  all  of  1987.  Adjusting 
those  numbers  for  population  growth  and  increases  in  the  number  of  uninsured  to 
make  them  comparable  to  the  1992  estimates  from  the  Current  Population  Survey 
yields  estimates  of  24  million  Americans  uninsured  for  the  entire  year,  38  million 
uninsured  at  any  given  moment  during  the  year,  and  58  million  uninsured  for  some 
part  of  1992. 

Employment-Based  Coverage 

The  most  important  source  of  health  insurance  coverage  is  employment-based  cov- 
erage. In  1992,  62.5  percent  of  the  nonelderly  were  covered  by  employment-based 
insurance  (table  1).  This  is  a  reduction  from  1988,  when  66.8  percent  of  the 
nonelderly  were  covered  through  an  employment-based  insurance  plan. 

Declines  in  employment-based  health  insurance  coverage  were  somewhat  offset  by 
an  increase  in  the  number  of  Americans  with  coverage  from  a  public  source.  The 
number  of  nonelderly  Americans  receiving  public  coverage  steadily  increased  be- 
tween 1989  and  1992-33.4  million  nonelderly  Americans  received  public  coverage  in 
1992  (15.1  percent  of  the  total  nonelderly  population),  compared  with  31.7  million, 
or  14.5  percent,  of  the  nonelderly  population  in  1991  29.2  million,  or  13.5  percent, 
in  1990;  and  26.2  million,  or  12.3  percent,  in  1989  (table  1).  The  increase  in  public 
coverage  is,  at  least  in  part,  due  to  the  impact  of  the  recent  recession  and  to  changes 
in  Medicaid  coverage  for  children  and  pregnant  women. 

Workers 

Not  surprisingly,  workers  were  much  more  likely  to  be  covered  by  employment- 
based  health  plans  than  nonworkers.  Seventy  percent  of  workers  were  covered  by 
an  employment-based  plan,  compared  with  only  37  percent  of  nonworkers.  In  addi- 
tion, 77  percent  of  individuals  in  families  headed  by  a  full-year,  full-time  worker 
were  covered  by  group  health  plans,  compared  with  only  37  percent  of  those  in  fami- 
lies headed  by  other  workers  and  16  percent  of  individuals  in  families  headed  by 
a  nonworker. 

Workers  were  also  more  likely  to  be  covered  by  an  employment-based  health  plan 
if  they  worked  for  an  employer  with  a  larger  number  of  employees.  Insurers  may 
charge  less  per  capita  for  large  employer  plans  because  they  are  able  to  spread  both 
risk  and  administrative  costs  over  a  greater  number  of  people.  Only  23  percent  of 
selfemployed  workers  and  22  percent  of  workers  in  firms  with  fewer  than  10  em- 
ployees were  covered  through  a  group  health  plan  sponsored  by  their  own  employer 
in  1992,  compared  with  70  percent  of  workers  in  firms  with  1,000  or  more  employ- 
ees. 

Workers'  family  members  were  also  more  likely  to  be  covered  by  an  employment- 
based  plan  if  the  family  head  worked  for  a  large  firm.  Among  workers  (and  their 
families)  in  firms  with  fewer  than  10  employees,  38.8  percent  were  covered  by  an 
employment-based  plan,  compared  with  81.4  percent  of  workers  (and  their  family 
members)  in  firms  with  1  or  more  employees  (table  2). 

Income  and  Health  Insurance  Coverage 

Income  is  also  related  to  health  insurance  coverage.  In  general,  individuals  with 
higher  levels  of  income  are  more  likely  to  be  covered  by  private  health  insurance, 
while  those  with  lower  levels  of  income  are  more  likely  to  be  covered  by  a  publicly 
sponsored  plan.  In  1992,  only  16  percent  of  individuals  in  families  with  income 
below  $5,000  were  covered  by  private  health  insurance,  compared  with  92  percent 
of  those  in  families  with  income  of  $50,000  or  more.  Although  many  individuals  in 
poor  families  are  covered  by  public  health  plans,  that  coverage  is  far  from  universal. 
In  1992,  less  than  50  percent  of  the  nonelderly  with  income  below  the  poverty  line 
were  covered  by  Medicaid. 
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Characteristics  of  the  Uninsured 

In  1992,  17.4  percent  of  the  nonelderly  population — or  38.5  million  people — were 
not  covered  by  private  health  insurance  and  did  not  receive  publicly  financed  health 
assistance,  up  from  36.3  million  (16.6  percent)  in  1991.  Among  the  38.5  million 
nonelderly  Americans  who  did  not  have  health  insurance  coverage  in  1992,  most 
were  working  adults  (56.7  percent),  while  the  remainder  were  children  (25.4  per- 
cent) and  nonworking  adults  (17.8  percent).  The  total  number  of  uninsured  under 
age  65  has  increased  from  33.6  million  in  1988  to  38.5  million  in  1992.  Although 
some  of  this  increase  can  be  attributed  to  population  growth,  the  percentage  report- 
ing no  health  insurance  coverage  has  also  increased  from  15.9  percent  to  17.4  per- 
cent. 

The  uninsured  live  in  families  that  are  generally  low  income  and  employed  by 
small  employers.  Just  over  60  percent  of  the  uninsured  live  in  families  with  total 
family  income  of  less  than  200  percent  of  the  federal  poverty  level.  Fifty-one  percent 
of  the  uninsured  live  in  families  whose  family  head  works  for  an  employer  with 
fewer  than  100  employees. 

Furthermore,  increases  in  the  number  of  individuals  without  health  insurance 
were  greatest  among  those  whose  family  head  worked  for  a  small  firm  rather  than 
for  a  large  firm.  Among  the  additional  4.2  million  nonelderly  Americans  without 
health  insurance  coverage  between  1989  and  1992,  1  percent  were  in  families  in 
which  the  family  head  worked  for  a  firm  with  fewer  than  25  employees;  21  percent 
were  in  families  in  which  the  family  head  worked  for  a  firm  with  25-99  employees; 
25  percent  were  from  families  headed  by  a  nonworker;  14  percent  were  from  fami- 
lies in  which  the  family  head  worked  for  a  firm  with  100-499  employees;  and  21 
percent  were  from  families  in  which  the  family  head  worked  for  a  firm  with  500 
or  more  employees.  The  increase  in  noncoverage  among  those  in  small  firms  was 
even  more  pronounced  between  1991  and  1992.  Forty-two  percent  of  the  additional 
23  million  individuals  without  coverage  between  1991  and  1992  were  in  families  in 
which  the  family  head  worked  for  an  employer  with  fewer  than  25  employees.  An 
additional  15  percent  were  in  families  in  which  the  family  head  worked  for  an  em- 
ployer with  between  25  and  99  employees. 

The  uninsured  also  tend  to  be  young.  About  25  percent  of  the  uninsured  are  chil- 
dren under  the  age  of  18.  Even  among  adults,  the  uninsured  tend  to  be  younger 
than  those  with  coverage.  Twenty-seven  percent  of  those  aged  18  to  29  are  without 
health  insurance,  and  that  group  comprised  40  percent  of  all  uninsured  adults. 

Insurance  Reform 

The  characteristics  of  the  uninsured  will  be  an  important  determinant  of  the  im- 
pact of  reforms  on  the  health  insurance  market.  Most  of  the  health  insurance  reform 
proposals  include  a  focus  on  the  difficulty  individuals  and  small  groups  have  in  ob- 
taining health  insurance  at  the  same  cost  as  larger  groups.  Small  groups  often  face 
higher  costs  per  participant  because  of  their  higher  per  capita  administrative  costs 
and  insurance  companies  limited  ability  to  pool  risks.  Insurers  currently  price  their 
policies  on  the  basis  of  the  expected  risk  of  the  individual  group.  If  an  insurer  pools 
all  the  groups  it  insures  together  and  charges  a  premium  based  on  that  total  pool, 
some  of  the  groups  in  the  pool  will  pay  higher  premiums  than  they  would  if  the 
premiums  were  set  on  their  risk  alone,  while  others  will  pay  lower  premiums. 

In  the  current  health  insurance  market,  insurers  who  attempt  to  pocl  risk  across 
groups  will  find  the  lower  risk  groups  will  choose  another  insurer  whose  premiums 
reflect  only  their  own  risks  and  are  therefore  lower.  By  changing  the  incentives  that 
keep  insurers  from  pooling  small  groups,  employment-based  coverage  may  expand 
to  include  many  of  the  employed  uninsured  in  small  firms  and  their  dependents. 

Most  proposals  include  some  means  for  guaranteeing  that  all  small  groups  have 
access  to  insurance  and  are  not  denied  coverage  based  on  individual  characteristics. 
However,  proponents  of  insurance  market  reform  recognize  that  guaranteed  avail- 
ability alone  accomplishes  little  unless  premium  rates  for  small  groups  are  sta- 
bilized. Some  proposals  move  the  insurance  market  toward  community  rating  so 
that  insurance  would  be  offered  to  all  small  groups  at  common  rates.  Others  would 
allow  insurers  to  adjust  community  rates  for  factors  such  as  age,  sex,  geographic 
location,  and  industry  type  (class  rating). 

Some  analysts  argue  that  mandating  community  rating  or  eliminating  demo- 
graphic adjustments  would  raise  rates  for  many  groups  and  create  incentives  for  ad- 
verse selection.  Adverse  selection  occurs  when  individuals  with  greater  health  risks 
are  disproportionately  enrolled  in  a  particular  plan  or  group.  Community  rating  lim- 
its insurers  ability  to  charge  different  premiums  to  groups  on  the  basis  of  risk.  As 
a  result,  premiums  for  groups  that  represent  good  health  risks  would  rise  with  the 
implementation  of  community  rating,  while  premiums  for  groups  representing  poor- 
er risks  would  fall.  Some  of  the  healthier  individuals  would  choose  not  to  purchase 
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health  insurance  as  a  result  of  the  premium  increase,  while  more  of  those  individ- 
uals who  are  poorer  health  risks  would  purchase  health  insurance.  The  result  would 
be  an  increase  in  the  pool's  average  risk,  increasing  premiums  and  potentially  creat- 
ing a  vicious  cycle  that  could  end  in  an  unviable  health  insurance  market.  The  like- 
lihood of  this  scenario  actually  occurring  depends  on  the  sensitivity  of  the  demand 
for  health  insurance  to  changes  in  premiums  among  individuals  who  represent  good 
and  bad  risks  and  on  the  ability  of  individuals  to  determine  their  own  risk  status. 

Generally,  in  the  managed  competition  models  that  create  regional  health  insur- 
ance purchasing  cooperatives  (HIPCs),  low  income  families,  individuals  not  con- 
nected with  a  group,  and  employees  of  small  employers  would  purchase  coverage 
through  the  cooperative.  These  cooperatives  or  alliances  would  community  rate  over 
a  risk  pool  formed  on  the  basis  of  employer  size  and  individual  work  status.  The 
composition  of  these  cooperatives  or  alliances  would  determine  the  costs  of  health 
insurance  and  the  distribution  of  these  costs.  Even  if  employees  of  small  firms  are, 
on  average,  healthier  than  most  Americans,  the  other  two  groups  are  likely  to  be 
less  healthy.  For  example,  table  4  provides  results  of  simulations  on  the  premiums 
likely  to  be  charged  to  single  adult  individuals  in  purchasing  cooperatives  under  dif- 
ferent assumptions  about  their  composition. 

Table  4  estimates  single  adult  premiums  that  would  arise  under  different  risk 
pools.  In  the  workers  only  pool,  all  employees  of  firms  with  fewer  than  500  employ- 
ees are  included  in  the  pool.  The  estimated  premium  is  $1,979.  When  nonworking 
individuals  are  added  to  the  pool,  the  annual  premium  rises  by  $118,  and  when  in- 
dividuals now  receiving  Medicaid  are  added,  the  premium  rises  by  another  $139  to 
a  total  of  $2,236.  Pooling  working  single  adults  with  nonworkers  and  Medicaid  eligi- 
ble individuals  increases  worker  premiums  by  almost  13  percent,  or  an  estimated 
$21  per  month. 

Managed  competition  models  often  require  that  employers  under  a  certain  size 
must  purchase  coverage  through  a  risk  pool  formed  by  a  regional  HIPC  or  alliance. 
As  table  5  indicates,  increasing  the  size  of  the  employer  required  to  purchase  cov- 
erage through  the  HIPC  or  alliance  decreases  the  premium  charged  for  coverage 
within  that  pool.  Including  those  presently  covered  by  Medicaid  in  the  pool  increases 
the  average  premium  by  an  average  of  about  7  percent.  However,  simulating  the 
per  capita  costs  of  providing  coverage  to  nonelderly  Medicaid  recipients  after  reform 
indicates  these  costs  to  be  $3,309.  Thus,  including  them  in  the  risk  pools  lowers  the 
per  capita  costs  to  federal  and  state  governments  by  over  29  percent. 

Tables  4  and  5  assume  that  all  individuals  purchase  health  insurance  coverage. 
If  some  individuals  choose  not  to  purchase  health  insurance,  and  if  these  individuals 
are  healthier,  on  average,  than  those  who  elect  to  purchase  coverage,  the  premiums 
will  be  higher. 

Changing  the  way  risks  are  pooled  will  have  important  consequences  in  the 
health  insurance  market.  Many  small  groups  and  individuals  will  see  the  costs  of 
health  insurance  fall  as  a  result,  while  others  will  see  an  increase.  Even  those 
groups  whose  premiums  will  increase  under  some  form  of  community  rating  may 
be  better  off  if  the  reforms  stabilize  premiums.  Small  employers  who  currently  have 
good  risk  profiles  may  still  not  offer  health  benefits  because  one  catastrophic  illness 
could  make  these  health  benefits  unaffordable.  Some  form  of  community  rating  re- 
duces the  variability  in  health  insurance  premiums. 

Reforming  the  health  insurance  market  by  itself  is  unlikely  to  significantly  in- 
crease health  insurance  coverage.  Although  some  groups  may  see  lower  premiums 
as  a  result  of  insurance  reforms,  others  will  face  premium  increases,  and  the  sta- 
bilization of  health  premiums  may  not  be  enough  to  offset  these  increases.  Health 
insurance  reform  will  redistribute  the  costs  of  health  care  services  from  the  poorer 
risks  who  may  currently  be  excluded  from  the  market  to  the  better  risks.  The  bur- 
dens imposed  by  this  redistribution  will  depend  on  the  number  of  good  risks  who 
remain  in  the  pool. 
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Prepared  Statement  of  Senator  Dave  Durknberger 

Mr.  Chairman,  I  thank  you  for  recognizing  that  insurance  reform  is  the  fun- 
damental building  block  of  comprehensive  system  reform.  This  committee  is  very  fa- 
miliar with  this  subject  as  we  have  held  past  hearings,  marked  up  legislation  and 
subsequently  passed  it  on  the  Senate  floor  twice. 

Looking  back,  it  is  unfortunate  that  we  are  not  starting  the  second  session  of  the 
103rd  Congress  to  build  on  the  small  group  insurance  reform  provisions  that  could 
have  been  already  implemented.  Today,  Americans  would  be  seeing  results  in  the 
system.  Maybe  the  examples  given  by  the  President  in  his  speech  last  week  could 
have  been  addressed  by  insurance  reform. 

Under  your  leadership,  Mr.  Chairman,  I  am  certain  that  we  will  not  be  looking 
back  again  with  wishful  thinking  on  this  subject.  Instead  we  will  move  forward. 

Recently,  there  has  been  much  discussion  as  to  whether  there  is  a  health  care  cri- 
sis. Regardless  of  one's  view,  I  believe  we  all  can  recognize  that  we  have  a  system 
which  has  a  host  of  difficult  and  interrelated  problems  that  are  showing  up  in  the 
pain  and  uncertainty  that  every  member  has  felt  from  millions  of  American  families 
and  businesses. 

I  first  became  involved  in  insurance  market  reform  in  1990,  when  my  experience 
with  Minnesota  small  businesses  and  farmers  told  me  something  was  very  wrong 
in  the  insurance  market.  I  saw  that  the  price  and  quality  of  insurance  coverage  was 
related  to  where  you  worked. 

As  soon  as  we  finished  our  work  on  the  Pepper  Commission  in  March  of  1990, 
people  on  my  staff— particularly  Kathy  Means,  who  is  now  at  HCFA,  and  Dave  Gus- 
tafson,  who  was  then  on  loan  from  PBGC  and  is  now  back  at  PBGC — went  to  work 
to  design  appropriate  insurance  reform,  because  we  thought  we  could  get  75  percent 
of  the  way  to  the  charge  of  the  Pepper  Commission. 

I  introduced  the  first  product  of  their  work  in  S.  3260  in  October  of  1990.  The 
refined  product  was  S.  700  in  1991.  And  later  that  year  it  was  incorporated  into 
S.  1872 — legislation  I  introduced  with  our  previous  Chairman,  Secretary  Bentsen. 
It  was  also  included  in  my  Republican  colleagues'  bill,  led  by  John  Chafee;  and  it 
is  in  a  lot  of  bills  around  here. 

We  have  all  the  reform  packages  on  the  table  now.  We  have  the  President's, 
Chafee/Dole,  Nickles,  Gramm,  and  Breaux/Durenberger;  a  variety  of  them.  Despite 
their  differences,  there  is  a  strong  consensus  on  one  issue — reform  of  insurance  in 
the  small  group  market. 

The  real  problem  of  access  to  health  care  is  that  people  cannot  gain  financial  ac- 
cess to  the  system  because  medical  costs  are  too  high  and  there  is  unequal  access 
to  insurance  coverage. 

Nowhere  is  that  problem  more  severe  than  among  people  who  are  self-employed 
or  work  in  small  businesses.  In  almost  every  case  these  people  pay  far  higher  pre- 
miums for  far  less  coverage  than  employees  of  large  and  medium-sized  firms. 

When  we  realize  that  over  50  percent  of  American  workers  are  either  self-em- 
ployed or  work  in  small  businesses,  we  begin  to  see  the  extent  of  this  problem. 

Among  the  37  million  uninsured,  and  the  much  larger  group  of  the  "under-in- 
sured," a  substantial  majority  of  them  are  small  business  employees,  self-employed 
people  and  their  dependents. 

Big  companies  get  good  coverage  at  reasonable  prices.  Little  companies  get  insuffi- 
cient coverage  at  high  rates  and  are  subject  to  exorbitant  price  increases  and  can- 
cellation without  warning. 

There  are  many  problems  in  need  of  solutions  within  the  current  delivery  system. 
However,  insurance  reform  gets  to  about  75  percent  of  the  coverage  issue.  It  will 
not  do  it  all,  but  it  is  an  important  step  in  getting  us  there.  And  that  is  the  reason 
that  I  have  invested  much  time  over  the  last  five  years  in  this  particular  issue. 

In  my  view,  in  order  to  achieve  universal  access  to  high  quality  care  through  uni- 
versal coverage  of  financial  risk,  we  have  only  two  choices.  One  way  is  by  setting 
a  budget  and  achieving  savings  through  fee  reductions  and  premium  caps.  That  ap- 
proach will  sacrifice  quality  for  spending  reductions.  The  better  way  is  to  focus  on 
productivity — how  to  get  more  health  care  for  less.  Productivity  is  the  American 
way. 

We  need  to  encourage  all  the  actors  in  the  health  care  system — insurers,  consum- 
ers, providers,  employers  and  government — to  become  more  productive.  We  must  de- 
sign systems  that  reward  the  good  providers  and  the  good  health  plans  with  our 
business. 

Mr.  Chairman,  we've  got  a  long  journey  in  front  of  us  to  arrive  at  comprehensive 
health  reform.  This  is  an  excellent  place  to  start.  It  addresses  a  major  problem  and 
there  is  substantial  bipartisan  agreement.  I  commend  you  for  getting  us  underway. 
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Prepared  Statement  of  Bill  Gradison 

Good  morning,  Mr.  Chairman  and  Members  of  the  Committee.  My  name  is  Bill 
Gradison;  I  am  President  of  the  Health  Insurance  Association  of  America  (HIAA). 
HIAA  represents  approximately  236  commercial  health  insurers,  covering  approxi- 
mately 55  million  Americans. 

Mr.  Chairman,  our  nation's  health  care  system  requires  comprehensive  reform. 
Although  most  Americans  are  adequately  protected  by  their  health  insurance,  many 
are  not.  Approximately  37  million  Americans  have  no  health  insurance  coverage, 
and  health  care  costs  are  consuming  an  ever  greater  share  of  the  gross  domestic 
product.  There  can  be  no  doubt  about  the  need  for  comprehensive  reform. 

Mr.  Chairman,  HIAA  believes  that  health  care  reform  should  lead  to  universal 
coverage  for  a  federally  defined  benefit  package.  No  one  should  lose  coverage  be- 
cause they  get  sick,  change  jobs,  or  lose  their  job.  Competition  among  health  plans 
should  be  based  on  quality  and  efficiency. 

We  wholeheartedly  agree  with  the  six  principles  for  health  care  reform  endorsed 
by  the  President:  security,  simplicity,  quality,  savings,  choice  and  responsibility. 
HIAA  has  proposed  specific  means  by  which  they  can  be  achieved.  Let  me  empha- 
size what  HIAA  supports: 

•  "Cradle-to-grave"  coverage  for  all  Americans; 

•  No  exclusions  for  existing  or  previous  illness; 

•  Coverage  that  cannot  be  canceled  if  you  get  sick; 

•  If  you  change  jobs  or  lose  your  job,  coverage  goes  with  you; 

•  Employers  and  employees  both  pay  toward  coverage; 

•  Subsidies  for  those  who  cannot  afford  premiums; 

•  Reform  of  malpractice  laws  and  reduction  in  defensive  medicine; 

•  Publication  of  price  and  quality  data  to  allow  accurate,  easy  comparisons; 

•  A  single  claim  form  to  control  paperwork; 

•  Incentives  for  healthy  lifestyles,  with  emphasis  on  wellness  and  prevention; 

•  Elimination  of  cost-shifting  from  Medicaid  and  Medicare  to  those  with  private 
insurance; 

•  Use  of  managed  care  to  control  costs  and  enhance  quality. 

ASSURING  UNIVERSAL  CONTINUOUS  COVERAGE 

Mr.  Chairman,  as  you  requested,  the  remainder  of  my  testimony  focuses  on 
HIAA's  suggestions  for  reform  of  the  health  insurance  market.  As  you  know,  many 
states  have  already  enacted  some  insurance  reforms;  appended  to  my  testimony  is 
a  chart  outlining  those  state  reforms. 

As  we  discuss  the  specifics  of  proposals  for  federal  reform  of  the  health  insurance 
market,  it  is  important  to  recognize  that  changes  in  the  health  care  system  are 
interconnected.  My  suggestions  today  pertain  strictly  to  an  environment  in  which 
there  is  universal  coverage,  achieved  through  an  individual  and  an  employer  man- 
date, with  government  subsidies  available  for  those  who  cannot  afford  to  purchase 
the  federally  defined  benefit  package:  Medicare  would  remain  in  place.  Without  uni- 
versal coverage,  the  same  rules  may  not  achieve  the  intended  goals  and  may,  in 
fact,  have  unintended,  adverse  effects. 

A  federally  defined  benefit  package  should  be  established.  The  package  should  be 
flexible  to  encourage  cost-conscious  behavior.  Americans  should  be  encouraged  to 
take  personal  responsibility  for  maintaining  good  health  regarding  lifestyle  factors 
within  their  control. 

The  HIAA  endorses  the  following  health  insurance  market  reforms: 

•  Insurers  and  other  private  payors  must  issue  and  renew  coverage  for  all; 

•  Coverage  must  be  continuous:  there  must  be  no  preexisting  condition  limits 
once  an  individual  is  in  the  system;  and  the  problem  of  "job  lock"  must  be  elimi- 
nated; 

•  Coverage  must  be  made  available  to  every  employee  in  an  employment-based 
group,  regardless  of  health  status.  No  one  in  a  group  could  be  excluded; 

•  Coverage  cannot  be  canceled,  terminated  or  not  renewed  based  on  the  health 
status  or  claims  experience  of  any  individual  or  group; 

•  Rating  restrictions  should  be  established  so  that  large  rate  differentials  for 
groups  of  similar  age,  sex  and  geographic  composition  do  not  exist.  We  oppose 
"pure"  community  rating  because  it  results  in  market  disruption  and  works 
against  cost  containment  in  a  variety  of  ways; 

•  A  system  of  reinsurance  or  risk-sharing  for  individual  and  small  group  insur- 
ance must  be  established  to  compensate  for  inequitable  distribution  of  risk. 
There  will  be  no  advantage  to  selecting  good  risks.  This  will  eliminate  concerns 
about  "cherry-picking;" 
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•  To  protect  consumers  from  the  risk  of  financially  unstable  carriers,  and  to  main- 
tain employer  incentives  to  control  costs  and  promote  employee  wellness,  insur- 
ers within  limits,  should  be  allowed  to  establish  premium  rates  that  provide  in- 
centives for  healthy  lifestyles  and  managing  care; 

•  A  standardized,  "paperless"  system  should  be  developed  through  the  use  of  a 
uniform  claims  form  and  electronic  data  interchange. 

It  is  also  important,  Mr.  Chairman,  that  these  reforms  apply  equally  to  insured 
and  self-insured  plans.  Employers  who  choose  to  self-insure  essentially  become  "car- 
riers," and  must  do  their  part  to  ensure  that  all  Americans  have  access  to  continu- 
ous coverage  for  a  federally  defined  benefit  package.  There  should  be  parity  in  the 
marketplace. 

SPECIAL  RULES  FOR  THE  INDIVIDUAL  AND  SMALL  GROUP  MARKET 

Because  we  recognize  that  individuals  and  small  employers  currently  face  serious 
problems  in  the  marketplace,  HIAA  recommends  that  more  stringent  insurance  re- 
forms be  applied  to  carriers  in  those  markets. 

Under  a  system  of  universal  coverage,  we  recommend  that  insurers  operating  in 
the  individual  market  be  required  to  "guarantee  issue" — carriers  must  issue  the  de- 
fined benefit  package  to  any  individual  who  wants  to  purchase  it,  as  long  as  the 
individual  is  not  eligible  for  group  coverage  through  an  employer  or  a  government 
program.  Similarly,  in  the  small  group  market  (2  to  50  employees),  insurers  must 
"guarantee  issue"  the  defined  benefit  to  any  small  employer  group  that  applies  for 
it. 

Second,  small  employers  and  individuals  require  a  rating  system  that  shields 
them  from  the  year-to-year  variability  in  health  care  costs.  In  a  system  of  universal 
coverage,  carriers  selling  to  individuals  or  small  employers  should  be  required  to  use 
modified  community  rating.  Permitted  rating  classes  should  include  family  size,  geo- 
graphic location,  age,  gender  and  health  improving  behaviors  (e.  g.,  non-tobacco 
use).  But  neither  the  health  status  nor  the  claims  experience  of  an  individual  or  em- 
ployee of  a  small  employer  would  be  considered  in  determining  premiums. 

In  contrast,  Mr.  Chairman,  the  aggregate  claims  experience  for  larger  groups  is 
quite  stable.  Allowing  variation  in  rates  for  larger  groups  based  on  experience  en- 
courages employer  involvement  in  cost  containment  efforts  and  in  improving  the 
health  status  of  employees. 

Recognizing  that  some  insurance  companies,  because  of  historical  focus,  are  not 
equipped  to  provide  coverage  to  groups  of  all  sizes,  insurers  should  not  be  required 
to  serve  market  segments  (based  on  group  size)  in  which  they  have  no  expertise. 

RISK  ADJUSTMENT  IN  THE  INDIVIDUAL  AND  SMALL  GROUP  MARKETS 

To  eliminate  carriers'  incentives  to  seek  out  healthy  enrollees  and  avoid  unhealthy 
enrollees,  particularly  in  an  environment  where  carriers  are  not  allowed  to  associate 
the  premium  charged  fully  with  the  costs  they  expect  to  incur,  a  risk  adjustment 
or  reinsurance  mechanism  is  needed.  Health  care  costs  vary  more  among  individuals 
than  among  groups  and  more  among  small  groups  than  among  large  groups.  This 
is  because  virtually  any  employer  group  that  happens  to  have  some  unhealthy  peo- 
ple will  also  have  some  healthy  ones.  A  risk  adjustment  mechanism  in  this  market 
is  designed  to  ensure  that  individual  and  small  group  carriers  aren't  disadvantaged 
if  they  happen  to  get  a  larger-than-average  share  of  people  with  significant  medical 
problems,  similarly,  a  risk  adjustment  mechanism  will  ensure  that  one  carrier  does 
not  benefit  if  it  enrolls  a  healthier  mix  of  people  than  its  competitors. 

We  recommend  that  carriers  competing  in  a  defined  geographic  market  area  be 
required  to  participate  in  a  common  risk  adjustment  mechanism. 

I  would  note  that  these  rules  are  intended  to  apply  to  health  benefit  plans  for 
medical  expenses — not  to  other  types  of  coverages,  such  as  disability  insurance, 
Medicare  supplemental  policies,  and  other  plans  that  cover  services  not  included  in 
a  federally  defined  benefit  package. 

MARKETING  PRACTICES 

Although  a  risk  adjustment  or  reinsurance  mechanism  reduces  incentives  for  car- 
riers to  seek  out  good  risks  while  avoiding  bad  risks,  further  safeguards  should  be 
provided  through  the  regulation  of  marketing  practices.  These  marketing  rules 
would  prevent  carriers  from  engaging  in  risk  selection  through  selective  marketing, 
service  or  delivery  of  care,  and  ensure  that  marketing  is  based  on  accurate  and  uni- 
form (comparable)  cost  and  quality  measures. 

HIAA  recommends  that  carriers  conform  with  defined  fair  market  practices.  In  all 
aspects  of  their  marketing  and  business  operations,  carriers  should  not  be  allowed 
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to  discourage  enrollment  of  any  applicant,  or  encourage  disenrollment  of  any  in- 
sured, based  on  a  person's  health  status  or  claims  experience.  Carriers  should  be 
required  to  provide  specified  cost  and  quality  data  to  a  designated  agency. 

"Tying"  the  sale  of  the  federally  defined  benefit  package  to  the  purchase  of  an- 
other insurance  or  financial  services  product  should  be  strictly  prohibited. 

We  also  believe  that  agents  and  brokers  play  an  important  role  in  the  health  in- 
surance system.  Individuals  and  employers  of  all  sizes  should  be  free  to  use  agents 
to  assist  in  selecting,  purchasing  and  servicing  of  health  insurance  plans. 

Finally,  to  ensure  that  all  Americans  are  guaranteed  access  to  continuous  cov- 
erage, the  financial  solvency  of  insurers  and  others  providing  protection  must  be 
subject  to  appropriate  regulation.  All  carriers  and  self-insured  employers  should  be 
required  to  meet  solvency  requirements. 

PURCHASING  COOPERATIVES/HEALTH  ALLIANCES 

Mr.  Chairman,  as  you  know,  many  people  believe  that  some  type  of  "purchasing 
cooperative"  or  "health  alliance"  can  be  helpful  in  restructuring  our  nation's  health 
care  system.  A  few  states  have  authorized  the  creation  of  these  mechanisms.  Pro- 
ponents suggest  that  purchasing  groups  may  be  helpful  to  some  individuals  and 
small  employers — and  that  may  be  true.  But  we  won't  know  one  way  or  the  other 
until  these  mechanisms  are  thoroughly  tested  to  determine  whether  they  achieve 
administrative  savings  or  enhance  small  employer  and  individual  bargaining  power. 

Mr.  Chairman,  HIAA  strongly  objects  to  requiring  any  portion  of  the  American 
public  to  obtain  its  health  coverage  through  an  alliance.  The  President's  proposal 
would  result  in  approximately  three-quarters  of  the  American  people  being  forced 
into  these  untested  alliances. 

HIAA  recommends  that,  if  alliances  are  to  be  established,  they  should  be  vol- 
untary: employers  and  individuals  should  have  the  option  of  purchasing  their  cov- 
erage through  the  alliance  or  maintaining  their  current  coverage.  All  health  plans, 
whether  or  not  they  participate  in  the  health  alliance,  would  have  to  play  by  the 
same  rules,  so  that  neither  the  alliance  nor  plans  operating  outside  the  alliance 
would  receive  an  inequitable  share  of  risk.  Insurance  reforms  and  marketing  rules, 
such  as  those  discussed  previously,  would  apply  to  plans  offered  both  inside  and  out- 
side the  alliance. 

If  health  alliances  are  truly  more  administratively  efficient,  and  better  at  pooling 
risks,  then  the  carriers  operating  through  alliances  will  have  lower  premiums  and 
will  naturally  gain  market  share.  If,  on  the  other  hand,  employers  and  individuals 
feel  they  are  better  served  in  dealing  directly  with  an  insurance  company  rather 
than  a  large  government  bureaucracy,  they  should  have  that  choice.  The  market, 
not  the  government,  should  determine  which  is  the  more  efficient  way  to  insure  all 
Americans.  A  voluntary  approach  would  provide  the  opportunity  to  test  alliances, 
without  needlessly  placing  American  health  care  at  risk.  Under  a  mandatory  alli- 
ance approach,  where  will  the  millions  of  Americans  go  if  the  system  doesn't  work? 
The  infrastructure  that  previously  served  them  would  no  longer  exist. 

ACTUARIAL  ESTIMATE  OF  THE  BENEFITS  PACKAGE 

Finally,  Mr.  Chairman,  one  of  HIAA's  actuaries  recently  completed  his  analysis 
of  the  cost  of  the  benefit  package  included  in  the  President's  Health  Security  Act. 
I  wanted  to  share  that  with  you  today.  A  copy  of  the  estimate  is  appended  to  my 
testimony,  and  I  ask  that  it  be  included  in  the  record.  In  brief,  the  analysis  suggests 
that  the  Administration  may  have  significantly  underestimated  the  insurance  pre- 
miums that  individuals  and  families  would  have  to  pay  if  the  President's  health  care 
reform  proposal  were  in  effect  today.  This  study  is  the  first  formal,  peer-reviewed, 
actuarial  opinion  to  be  released  regarding  the  reasonableness  of  the  Administra- 
tion's premium  estimates. 

According  to  our  analysis,  which  uses  data  supplied  by  HIAA  member  companies, 
single  persons  would  pay  $2,358  to  $2,632  per  year  for  insurance  coverage  under 
the  White  House  proposal,  while  two-parent  families  would  pay  $6,840  to  $7,634  for 
coverage.  According  to  Clinton  Administration  estimates,  individual  premiums 
would  cost  $1,932  and  family  premiums  would  cost  $4,360.  On  average,  the  Admin- 
istration's estimates  of  premiums  incurred  after  full  implementation  of  the  Health 
Security  Act  are  understated  by  nearly  one-third. 

Again,  Mr.  Chairman,  I  want  to  thank  you  for  the  opportunity  to  share  HIAA's 
views  with  you.  I  would  be  happy  to  answer  any  questions. 
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HIAA 


I.  1993 


SMALL  EMPLOYE*  PACKAGES 


ALASKA 


Availability 


Guaranteed  issue.    Director  (nay  procmilgair  regulations  to  require 
uuunn  after  July  1 ,  1993  lo  reissue  plans  thai  small  cmployen 
had  terminated  after  January  |,  |993     12136.190  0993  SB 

173) 


Guareimeed  offer  (group  cue  15-40.  beginning  7/1/96  3-40  Uvea) 
120-2304 


Group  Size 


2  25    §21 .56-250(23) 


3-40   §20-2301(1) 


Individual  Policici 


Individual  policies  sold  lo  small  employer!  i 
requirements  arc  subject  to  thia  Act.    (21 .56.1 10 


Does  oot  apply  to  any  policy  (hat  u  uauod  on  an  individual  hmi 
120-23  0KB) 


ClH 

Chsractcnmci 


Age.  sex,  industry,  geographic  area,  family  cocDpoaxuoo  and 
group  iiie     Othcri  need  director  approval.    May  not  use  claim 
experience,  health  oitui.  and  duration  of  coverage.   2136.120 


Docs  not  inrlir^  claims  experience,  health  sutui,  induau-y  c 
dureuoo  of  coverage      §20-2301(2) 


Rating  Renncuoru  Premium  rates  for  small  employer  plans  with  similar  case 

charactcnsuca  for  similar  coverage  may  not  vary   from  the  index 
rate  by  more  than  35%     12156  120 


Premium  rates  may  not  vary  by  more  than  60%  from  the  index 
rate  for  plans  with  similar  coverage,  family  size  and  composition 
and  leograptuc  srea  Plana  mekong  adjustments  for  demographic 
cbarsctartstsca  shall  apply  them  oonsiauintJy  across  all  employer! 
Prohibits  using  geographic  areas  smaller  than  a  county  or  an  araa 
that  inrhidaa  ail  areas  in  which  the  first  three  digits  of  the  tip 
code  art  identical,  wb>chevtr  u  smeller      §20-13  I  1 


Transioooal  Penod 


3  years    §21.56  120 


by  §10 


Renewal  Rating 


Trend  plus  1 5  %  phi!  changes  in  < 


12136.120 


Trend  plus  15%  plus  any  adjustment  in  case  charactensuci. 
120-23 1 1(Q 


Renrwsbuity 


Guaranteed  renewable  except  Tor  cause."    §2136.130 


Guaranteed  renewable  except  "for  cause"    §20-2309 


Whole  Groupi 


Must  cover  whole  group.    §2136.150(6) 


Camcn  era  required  lo  lake  the  whole  group     No  regard  given 
ibilhy.    §20-2307 


Continuity  of 
Coverage 


Prccxjsang  condition  limitation  of  12  inoarxu  relating  to  conditions 
6  mooxhs  before  coverage .   Waning  periods  must  be  waived  for 
the  period  of  time  an  individual  was  previously  covered  if  that 
coverage  was  esMajaajoag  90  da  ft  before  effective  data  of  new 
coverage.    The  penod  of  cootiouous  coverage  may  oot  mcJude  a 
waiting  period  for  the  c ffecuva  data  of  coverage  applied. 
§2136  150X2)  ___^_ 


Preexisting  coodruoo  linnlsuoo  of  1 2  months;  credit  of  one 
month  for  each  month  of  continuous  coverage  for  60  days  under 
another  plan  prior  to  new  coverage     §20-2310 


Reinsurance  type 


Prospective.   Msmberatup  a  condition  of  doing  hanlm  I 
business     §2136010  


r^ospectrveVwam  opt  not    §20-2345 


Reinsurance  Pncc 


Cost  Sharing 


Whole  Groupi      150% 
Indrvidual:   500%    §21.56  050 


Whole  group:    150% 

500%   120-2350 


Association  may  not  reimburse  a  reinsuring  insurer  until 
has  paid  an  initial  level  of  S5000  per  year.    §2136.050 


55000  plus  10%  of  the  next  $50,000  and  a  cap  of  $10,000  per 
Tear      §20-2349 


t  have  an  ■ 


Board  shall  determine     Insurer!  may  l 
less  than  50%  or  mora  than  150%  of  the  proportion  of  total 
premiums  earned  the  preceding  rear  from  small  group  plana. 
Assessments  above  5%  of  total  premiums  will  be  evaluated 
§2136.050 ^^ 


§10-2351 


Effecuve  Date 


Rec-ssler  on  7/1/91   §12 

Prohibits  coat  shifting  of  the  program  to  other  insureds  or  the 

uu     §2136.040 


July  I,  1993 


December  31.  1993 
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1 

ARKANSAS 

CALIFORNIA 

I 

Availability 

Him  maaal  issaa*  of  aaaail  employer  products  (group  acta  5-50 
by  7/1/93,  4-50  by  7/1/95)  (1 192  HB  1672) 

Croup  Size 

1-25    |23-*6-202 

3-50   110700(1) 

Individual  Policies 

Doct  not  apply  io  individual  policies  which  ere  subject  u>  policy 
form  and  premium  nu  approval.    §23-86-203 

Individual  policies  sold  to  small  employers  meeting  certain 
requirements  arc  subject  to  this  Act.    {10702 

Cm*c  ChificirnfiiLi 

Rckvaat  demographies  of  email  employer  as  coosadcrad  by 
earner  in  detcrnunauoo  of  premium.   Claims  expencace, 
heaJih  atatus,  and  duration  of  coverage  arc  oof  case 
characteristics     123-86-202 

leg  hades  age  (7  categories),  geography  (9  regions),  family 
composition  (4  categories),  and  plan  design  which  are  used  to 

I    Rating  Re  fine u on* 

Lndei  rate  for  one  cLaat  of  business  ahalJ  not  cicaed  the  index 
nic  for  my  other  clau  of  business  by  mora  than  20ft. 
§7204(s).    For  a  clau  of  business,  the  premium  rates  charged 
small  employer!  with  similar  case  characurtaticj  abaU  oof  vary 
from  the  tndci  rate  by  more  than  25%.    (23-86-20* 

Prcmtua  ratea  may  not  very  from  the  standard  employee  nti 
rate  by  more  than  120%  nor  kas  than  80%  until  July  1.  1996; 
effective  July  1.  1996.  premium  rates  may  not  vary  from  the 
aundard  employe*  riak  rate  by  more  than  1 10%  nor  kas  than 
90%.    |10700(v),  10714 

Transitional  Penod 

5  year*    |23-86-204 

Sac  above 

Renewal  Rating 

Trend  plus  13%  plus  changes  in  cage  characteristics.    123  46- 

204 

10%  pcrrnmad  for  has:  adjustment  factors,  renewal  rates  are 
effective  for  at  least  six  months     |107l4(b)l(2) 

Renewebilny 

Guaranteed  renewable  except  'for  cauac.* 
J23-86-205 

Guaranteed  rcncrwabU  except  'for  cause*    1 10705(b).  10713 

Whole  Group* 

Carncra  are  required  to  lake  the  whok  group.    110707 

Cootiouily  of 
Coverage 

a 

ptcatxzsting  coodruoct  hmitauon  of  6  months,  credit  shall  be 
gtvcaa  if  s  person  was  covered  under  qualifying  previous 
coverage  if  previous  coverage  was  continuous  30  dayt  pnor  to 
the  new  coverage,  exclusive  of  applicable  waiting  periods:  if 
employment  is  tcrmuaaud  or  employer's  contribuuon  toward 
the  coverage  has  terminated,  ttoere  is  a  90-day  period  allowed 
for  continuity  of  coverage     |10706.  10708(s.b).  10709(a) 

J    Reinsurance  rvpe 

Prospectivti/wiih  opt  out    |10719.  10720<d) 

J    Reinsurance  Pncc 

No  provision 

]    Cott  Sharing 

No  provision 

|    Atatuincnu 

No  cap    110721 

1    Other 

Establishes  s  purchasing  pool  for  small  employer*   1 1 0730            B 
Guaranty  Assoc  islkki  -  only  need  one  member 

1     Effective  Date 

January  1.  1992 

July  1.  1993,  but  seat  phase-in  effective  dales  above                      | 
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Availability 


Group  So* 


Individual  Policies 


COLORADO 


1-23    |10-s-101 


Doc*  not  apply  to  indrvadual  polecat*. 
(101101(5) 


Cut  Oincuivdci      j    rYocubiU  an  insurer  hm  resri>c*usat  madicej  mfo 

it  more  than  5  yean  old  on  toy  of  the  enrolled  nsindisie  of*  ■ 
mull  group  in  undcrsmung  or  emira  pfuxuums  for  lb«  group 
Mit  uie  cumm  huhh  unii     ,10-4-116.5(7) 


Reung  Rceu-icuoni 


Tranaiuonaj  Ptnod 


Renca/sl  Rating 


■Ucm 


Ctoc*»I'b 


Guaranteed  renewable  except  *for  causc 
110-8-116  5  , 


Wbolc  Groupi 


COO&muilV  of 

Coverage 


Reinsurance  lype 


Reinsurance  Pnce 


Cod  Sharing 


Trend  plul  15*  pim  crunj ei  in  cue  charactensuce.    |10-s- 
116.5 


COKMtKTlCVT 
I3U-552.  5»Cfl>)  ri992SB4l9 


1-15    |3Se- 544(4) 


Irsnsrare  u. jpjdj   irtnal  epcrnl  sats/ch  can  plane  sub-reel 

to  da  leers  «rTl--K'-  u>  indrwiuaj  baattb  insurance,  provided 
such  poucau  shall  be  eaanlirtl  in  individual  special  bcallh  cere 
plans  tnade  available  by  the  Health  Reinsurance  Aeeocuuon. 
|3ea-552. 566  


Appears  an  isesaeW  everything  cress*  claims  cxpencocc . 

Bananas*.  «fl 

ftUSMQTj 


„!«,  naiy  sol  aicaad  200%  of  Ibe  base  premium  rate 

far  toe  —  — -  or  smslir  case  cfaarsctartsucs  for  plana  ujejcd  on 
or  efler  111/90  end  pnor  In  1 0/  1/92  and  befimunf  7/1/95  plana 
issued  pnor  to  7/1/90.    Raise  may  oca  etcsad  150%  of  the 
base  prernaum  rata  for  plana  issued  oo  or  efler  10/1/92.  and 
bafisaiuaj  10/1/97,  plana  isausd  prior  in  10/1/92.* 
Pla-547(5) 


5  years,  sfler  July  I,  1995.  rating  realncuoeii  anil  be  eppued  u> 
plana  issued  prior  lo  July  1 .  1990   ,3la-567(5) 

Tread  plus  15*  plua  chanfea  in  case  characleruajci  • 
|3ss-567(6) 


eleept  'for  cause-    |3e*-567(3) 


r-.— a  ,1,  tmii  iiir3-1-     i'i '  ['■■■■■  »»*■  ***■■ 

JuumI  pi  .iri^isribnauttcorsiiuoo  Uta -567(4) 


FTeeuJtinf  — nssssa  Iudosooo  of  12  aoaht,  credil  shall  be 
river,  rf  a  person  arms  covered  under  qualifying  previous 
coverage  if  prerriessa  coverage  srai  coriunuous  30  daya  pnor  to 
On  new  eoverafs,  exclusive  of  applicable  wi.unr  penods. 
except  a  carrier  may  limn  the  credil  for  a  person  enrolled 
coexBasmcinf  before  4/1/92  lo  pnor  coverage  aj  e  renders  of 
CT.    ,3la-567(1.2) 


Other 

EiTecuve  Dele 


July  1.  1991 


riusystlive/nsandaloryfelTec    5/1/91)  |3U  569 


Whole  Group:    150* 
IselroduaJ      500*  ,3la-569(c) 


15000  for  eU  plans  eaxaee.  Chose  erhicfa  supplement  the  basic 
hosrxuJ  or  sospaaj  surpcal  plus,  is  erhicfa  case  Ibe  oeoucuile 
is  12000   pta-569<bl) . 


(1)  Aaasortioeeed  anaora]  aO  ssssssSJBi  ra  pr«poruoo  to  ttieu 
passjsj  nil  sharer  of  tbs  touj  premsima  ssnaed  from  email 
group  p4sasL,  (2)  spporurjesiH  amrjcf  all  lutxuhare  m  proportion 
to  cheer  imspaaxva  sharss  of  total  prernsurna  earned  from  other 
plana,  sasanbers'  nimsill  cannot  cicssd  40%  of  the  loul 
Mss—sj  for  the  fins,  yaar,  50%  for  Ins  sscood 
P«a-569e<3) 
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DELAWARE                                                                                                     FLORIDA 

Availability 

Guaranteed  issue  (groups  of  2-22)    |7207(e)3 

Qmmmmi  mm  with  cap  (group  tarn  3-25)  (1992  SB  2390) 
|627.6o990)r.  (5> 

1    Group  Sire 

1-15    |?202(ec) 

1-25    t627.4l06(2)a   (Isn    1.  1 994  changes  to  1-50) 

1    Individual  Policies 

Applies  to  soy  hearth  benefit  piss  provided  by  s  smell  employer 
wfajcb  provides  coverage  to  the  employees  of  such  smell  employer 
io  this  sutc.    J  7703 

Generally  applies  to  individual  policies  sold  to  small  employers. 
Wish,  regard  to  rating  and  resarwahtbty  provisions,  docs  not  apply 
to  individual  policies  if  the  insurer  certifies  to  rha  department  that 
the  policy  was  issued  in  good  faith  with  oo  knowledge  or  intent 
that  the  policy  is  paid  by  or  the  premiums  are  reimbursed  by  a 
small  employer   +627  4 1 06(4)      (Appues  to  tndrvidusls  4/94) 

ClK 

Chincunmci 

Demographic  or  other  objective  characteristics  of  cmsJl  asspsgycf 
as  considered  by  earner  in  detertmnaiioa  of  premiums.  Claims 
experience,  health  situi,  snd  durauoo  of  coverage  are  not  case 
characteristics;  small  employer  earner  shall  not  use  chancuntfjet 
other  thso  age,  (coder,  industry,  geographic  area.  farraly 
composition,  unhealthy  lifestyle  choices,  snd  group  size  »-uhout 
prior  approval  of  Commissioner    17202(g).  7204.  7205(4) 

Demographic  or  other  objective  characteristics  of  amall  employer 
as  ronai  fitted  by  carrier  in  determination  of  premiums.  Claims 
experience,  health  status,  and  duration  of  coverage  era  not  esse 
characteristics   1627.4106(2)* 

(1/1/94  rating  factors  arc  age.  gender,  family  cornp.,  tobacco 
usage  and  geography) 

Ruling  Renncnons 

Index  rate  for  one  class  of  business  may  not  exceed  the  index  rate 
for  sny  other  class  of  busmen  by  more  than  20%;  for  a  class  of 
business,  the  premium  nuts  charged  small  employers  with  suxular 
benefit  plans  shall  not  vary  from  the  tndtx  rata  by  more  than 
35%.  with  an  sddruooa)  combined  vansuoo  of  no  mors  than  10% 
for  jeader  and  geography,  and  the  actuarially  justified  sdjustmcoi 
for  arc  and  tamily  coenposstioa,  provided  (hat  me  carrier  Gls  age 
•  rvj  famJv  coeoposiuoo  ubles  a/iih  the  Coatrnrsswoer    17205(1,2) 

Index  rate  for  one  class  of  business  may  not  exceed  the  index  rate 
for  any  other  class  of  business  by  more  than  20%;  for  a  class  of 
business,  the  premium  rates  charged  email  employcn  with  sunilsr 
case  characteristics  abail  not  vary  from  the  index  raic  by  more 

man  25%    1627  4106(5)1,3 

Expiree  1/1/94. 

Transitional  Period 

For  plans  delivered  or  issued  for  delivery  prior  to  the  effective 
dstc  of  this  chapter,  a  premium  rate  may  have  a  one-year 
transition  period    1 7205(7) 

5  years    1627  4106(91 

Renewal  Rating 

Trend  plus  15%  plus  changes  in  case  characumsucs    1 7205(3)6 

Trend  plus  15%  plus  changes  in  caac  characicnsuct 
§627.4  I06(5)b 

Rcncwbiliiy 

Guaranteed  renewable  except  "for  cauae"    17206 

Guaranteed  renewable  except  'for  cauae*    |627.4106(6) 

B     Wbole  Groups 

Camera  must  offer  covers  re  to  all  eligible  employees  and 
dependems   |7207(a) 

Carriers  must  offer  coverage  to  ail  eligible  employees  and 

dependents    1627  6699(5>e(7) 

Continuity  of 
Coven  j  e 

Preexisting  condition  limruUioa  of  12  f— «h«:  erode  shall  be 
fjven  if  a  person  was  covered  amder  qualifying  previous  coverage 
if  previous  coverage  was  eoounuous  60  days  prior  to  the  new 
coverage,  exclusive  of  applicable  waning  periods   |7207(c) 

Pre*  muni  condition  Unutatioo  of  12  months;  credit  shall  be 
given  if  a  person  was  covered  under  qualifying  previous  coverage 
if  previous  coverage  was  continuous  30  days  prior  to  the  new 
coverage,  eaxluaivc  of  applicable  waiting  periods 
|627.6*>?9<5)e<IX2) 

Reinsurance  type 

Prospective/with  an  opt-out    17210 

Prospectrve/wim  an  opt-out    |627.6699(T) 

Reinsurance  Price 

Whole  Group:    150% 
Individual:     500%    |7210(i>4 

Whosa  Group      150% 

Indrvidusl      500%    |627.6699(t)h<1)e.,b 

Cos  Sharing 

$5,000  plus  10%  ofthe  next  $50,000   |7210(L)2b.  (Lpc 

$5000  per  year  plus  1 0%  of  incurred  claims  during  a  calendar 
year    |627.6699<»)9(4) 

Aasessmenu 

Formula  to  be  est  by  Board  but  must  tx  50%     150%  of  earner's 
proportional  share  of  all  reinsuring  carriers'  email  employer 
premiums .  meximurn  amount  shall  be  5  %  of  total  presnsums 
earned  ui  previous  year  from  email  employer  plans 
|72IO(L)2<b),LO)c 

let  bar:  en  amount  not  to  exceed  5  %  of  smell  employer 
premsurns.  2ad  uei.  if  aarasiary     an  asBjasaej  not  to  exceed  .5% 
of  premiums  collected  on  all  health  benefit  plans  issued  by  small 
and  large  group  earners    §627 .6699(1))  (2) 

Other 

Allows  reinsurance  of  existing  business    172 100)3 

Camera  paying  2nd  tier  assessments  will  receive  e  credit  for 
assessments  pesd  to  me  Florida  Risk  Pool    t627.6699(s)Jf2)o 

Effective  Date 

Jsnusry4.  1993 

October  1.  1992  (rating  A  rettrwabiliry  provisions  10/1  rvl ) 

73 


GEORGIA 

AvaiUbility 

Group  Size 

1-50    §33-27-8(a) 

Individual  Policies 

Silent 

Case  Characteristics 

Age,  sex,  area,  industry,  occupation  and  avocatiooaJ  factors  may 
be  considered.    'Duration  since  issue  and  their  factors  may  not  be 
considered.*    J33-27-8(d) 

Rating  Restrictions 

The  claims  experience  produced  by  small  groups  covered  under 
"group  life*  insurance  for  each  insurer  shall  be  fully  pooled  for 
rating  purposes.   The  claims  experience  provided  by  any 
individual  small  group  shall  not  be  used  in  any  manner  for  rating 
purposes  §33-27-8(b),  but  see  j33-27-8(d)  which  stales  that  not 
withstanding  subsection  (b)  the  total  premium  calculated  for  any 
small  group  may  deviate  from  the  pool  rale  by  not  more  than  + 
or  -  25%  based  upon  individual  small  group  experience  factors. 
§33-278(d) 

Transitional  Period 

Silent 

Renewal  Rating 

Substandard  rating  shall  not  be  used  for  renewability  purposes. 
§33-27-8(d) 

Reviewability 

The  claims  experience  produced  by  any  individual  small  group 
shall  not  be  used  solely  as  a  reason  for  termination  of  any 

individual  small  group.    §3 3 -27-8 (b) 

Whole  Groups 

Continuity  of 
Coverage 

Reinsurance  type 

Reinsurance  Price 

Cost  Sharing 

Assessments 

Other 

|    Effective  Date 

October  1,  1990 

74 


Hawaii 

IDAHO                                                     | 

Availability 

Slate  run,  employment  baled  projnm;  mil  rewdeou  arc  eligible 

Guaranteed  issue  (2-50).    HI-* 701(c)                                                        1 

Group  Size 

No  provision 

1-49  Hi-*7cna8) 

|     Individual  Policies 

No  provision 

Doea  apply  to  individual  policies.    H  '  -4704 

Cue 

Characlesisuct 

No  provmon 

DeuogTapOJC  or  other  objective  characteristics  of  small  employer 
as  r  i ■— iriirsit  by  carrier  in  dafertrunaiioti  of  pretmums;  Claims 
experience,  health  suqj  snd  duraboo  of  covarage  are  not  case 

rhsrartensurs.    HI  -«  703(1) 

ft.Aunt  Rexncuons 

No  provision 

Index  rata  for  ana  class  of  busmsss  may  t*ot  exceed  the  index  rate 
for  any  other  class  of  businaas  by  mora  than  20%;  for  a  class  of 
business,  tha  prcmrum  rates  charged  small  employers  wtu  nrruLar 
case  characteristics  ahalJ  not  vary  from  the  index  rate  by  more 
than  23*   Carriars  shall  not  use  case  chaiactchsuci,  other  than 
sgc  or  gender,  without  prior  spprovsJ  of  the  director     \4\-4H*> 

Tnaiiuom;  Penod 

No  provision                                                                        % 

3  yean    H'-« 706(0 

Rtne*»i  Ruling 

No  provision 

Trend  plus  15*  plus  changes  in  case  chsractcrutics    H'  -* 706(c) 

Rcaewibili'y 

No  provision 

Gusranlaed  renewable  except  'for  cause*     ^4\-*101 

Whole  Groups 

No  provision 

Carners  are  required  to  take  the  whole  group     Hl-*701<3)e 

Cotsunutty  of 
Coverage 

No  provision 

• 

Preexisting  cwsdttinn  limtisuoe  of  12  mooths.  Credd  given  if  s 
person  was  covered  under  qualifying  previous  coverage  if  that 
rorratars  was  rnrairr"*'*  Vi  days  prior  to  the  new  coverage, 
eixluarvs  of  sziplscabb  anuling  periods    H1-*70S(3) 

Reinsurance  Type 

No  provision 

PrcaataMrva/arith  an  opt-out    Hl-4709 

Reinsurance  Pncc 

No  provision 

Who**  Group:    130* 

Individual:     300*    H1-*7M(10)b 

Coct  Sharing 

No  provision 

$5 ,000  plus  10*  of  the  next  S  50,000  of  incurred  claims  during  a 
calendar  year.    Hl-*711(°) 

Aiieumtnu 

No  provision 

Determined  by  Board.    Hl-«7ll(12)e 

Other 

Employees  required  10  pay  1 .5*  of  wages,  or  half  the  premium 
whichever  ii  leu;  employers  provide  the  balance  for  each 
employee  working  more  than  20  hours  per  *•**!    dependent 
coverage  is  opuonal,  unemployed  rcstdczaa  above  poverty  level 
pay  ■  email  fee  for  doctor  visits  aad  a  poruoa  of  the  prcxmuai  with 
the  remainder  bctng  funded  by  ma  Slate;  poor  arc  covered  by 
Medicaid 

Effectrve  Dau 

July  1.  1993 
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INDIANA 


3-25    IC  27-8-15(14) 


1513(B) 


have  ai  U-am  2  paructpau&f  cn^loyM 
taut  plan    |5131.2<I2) 


Doti  apply  to  individual  pol*»ca     IC  27-1-15(2) 


Does  »PPly  *o  endrv*duaJ  poi«.iei  which  *r*  ■ubf*ci  to  policy  form 
ukd  premium  nu  approval     I513B.3 


Relevant  dcmog  rvphics  of  mull  employer  as  conaadcred  by 
id  deienrunauoei  of  premium-     Claim*  experience,  heaJxb 
and  dunuoa  of  coverage  art  oat  um  cbaractcruuc* 
JC  27-1-15(6) 


htfcldJl  eg*,  uaduauy  rki»6ral»fw.  geographic  area,  family 
ooappn—  mm,  and  group  ku.  gcakder  may  be  uaad  provided  the 
maairanca  drvtasos  has  cooductad  en  uad^epe  odcni.  actuarial  study 
Chat  datanraaad  uae  of  gender  ahaU  lo  be  ectuanaUy  ruauGed. 
other  cam  characteristic*  ahaU  not  be  uaad  without  pnor  approval 
ofrnnwamair     |5I3B.2(4) 


Rating 
Rcsincuoni 


For  •  tmaii  employer  business,  the  premium  rate*  charged  anuuJ 
employcn  with  similar  caac  charactrnsucs  for  the  uok  or  nmiiar 
benefii  design  ch*racirn*ucs  may  not  vary  from  lha  midpoint  rate 
by  more  than  35%     IC  278-15(l6)(l) 


[ad<i  r»u  for  om  claa*  of  buamea*  ahall  oot  **c**d  the  utdei  rat* 
for  any  other  ciaa  of  buauiea*  by  nun  than  201.  for  a  clio  of 
buuocu,  th«  prvmnuD  rale*  charged  aaiall  employer!  with  similar 
cat*  chinciafulKi  ahall  not  vary  from  the  index  rat*  by  more 
DSan25%     I5I3B4 


Traoaitjooal 
Penod 


5  year*    IC  27-8-15(16)0) 


3  y**n    15I3B4 


Renew* 

Rating 


Trend  plus  I  5  %  plui  changes  is  caac  cbanscurinuce. 

IC  27-8-l5(16)<2)  * 


Tread  phis  15*  plus  change*  in  caac  charmctcnatici     |5I3B4 


Guaramead  renewable  eiccpi  "for  cauic.*    IC  27-1-15(19) 


Guaranteed  renewable  except  'for  cause.*    |513B  5 


Whole  Groups 


Muat  offer  to  whole  group,  except  as  pcrmiocd  with  regard  in  Lata 

|513B.7A0> 


CoD0l/luit>    of 

Coverage 


PmetuuDg  cooddioo  limitation  of  12  months,  credit  ahall  be 
given  if  a  peraoo  was  covered  under  qualifying  prtvyxn  coverage 
if  prevwu*  coverage  wma  coraunuou*  30  days  pnor  lo  the  new 

exclusive  of  applicable  waiting  periods.    |513B.7A(3)3 


Reinsurance 
rype 


Pro*p*cuv*  wen  an  opt-out    |S13B  7(D) 


Rcinsu  ranee 
Price 


Who**  Group      150% 

todrviduaJ     300%    |5  1  3B  l(T»9(b) 


Com  Shanng 


15.000  and  10%  of  the  next  $50,000  of  incurred  chum*  during  a 
gaataaaaW  far,  uabuiry  mm  mum  of  J  10.000  in  any  one  caiendar 
IDa^lewaen^dindrvidual.    |5l3B7(DUd» 


Effective  Date 


June  30.  1992 


Formula  ho  be  aa*  by  Board  but  muat  be  5O%-150%  of  earner's 
prtaportinaaal  ehar*  of  ail  reinaunng  camera'  ameU  employer 
prenvuma,  amoua«  ahali  be  5  %  of  total  prttwum*  earned  in 
pixv*ouj  year  from  email  employer  plant     |S|3B  7(D)!  1(2) 


July  1.  1992 


76 


AvailfbUily 


Group  Size 


dnxis  bu:  3-25)   (1992  SB  561)   M<b).  I2(«) 


1-25    |3(« 


LOUISIANA 


=1 


1-35    |22:22S.l 


IrwJiv>dual  Policies 


Individual  poUcica  rnutd  to  individuals  and  dtpta^MM  totally 
independent  of  any  group,  association,  or  trust  i 
tkot  be  subject  lo  (his  Act    |4<s),  *<«)3(c) 


Cue 

(."hinclrnoici 


Case  cdincunujci  include  the  geographic  ana,  age  and  MX, 
iDdurLrr  clnnfic<boa,  number  of  employees  and  depeoocatJ. 
family  composition,  and  other  objective  e  nutria  as  may  be 
approved  by  the  committioraer,  claims  experience,  hearth  sums. 
and  durauon  of  coverifc  arc  not  caac  charactehjuca    |3(fJ' 


Relevant  detuog  laphics  of  small  employer  ai  considered  by 
earner  in  decarnanauoo  of  premiums.    Oaimi  experience,  health 
autua.  and  curaUOP  of  covarmfc  art  not  case  eharactensuci 
122:22*.  1 


Rating  Rcstnction. 




Transitional  Pcno 


Indci  rate  for  one  class  of  business  shall  not  exceed  the  index  rat* 
for  any  other  class  of  business  by  more  than  20%;  for  a  class  of 
business,  the  premium  rates  charged  small  employers  with  similar 
case  chsrscicnsucs  aba U  not  vary  from  the  index  rate  by  more 

than  25ft    «7(I)(2) 


Index  rate  for  oos  class  of  business  shall  not  exceed  the  index 
rate  for  any  other  class  of  business  by  more  than  20ft .    For  a 
class  of  business,  the  premium  reus  charged  small  employers 
with  similar  caac  chauvctcrisucs  shall  not  vary  from  the  index  rate 
by  more  than  23%.   ,22:22S.2 


3  year,    $7(6) 


3  years  (until  1/1/94)   |22:228.1 


Renewal  Rating 


Trend  plui  15%  plus  changes  in  esse  characteristics    |7(3)(b) 


Trend  plus  15%  plus  changes  in  case  charscicnn.es     422  228  2 


Guaranteed  renewable  except  'for  causa'    15(c) 


Guaranteed  renewable  except  'for  cause  *    122  228  3 


Whole  Groups 


Prohibiti  earner  from  excluding  any  employee  or  dependent  on  the 
baiii  of  sn  sctual  or  expected  beahh  condition   jS<c)6(c) 


uicy  of 
Coversfe 


Preexisting  coodruoo  limitation*  of  12  mouths  and  waiting  periods 
not  to  exceed  one  year,  wailing  periods  may  be  waivad  if 
individual  was  covered  by  a  group  policy  prior  to  the  effective 
date  of  coverage  with  no  gap  io  coverage    |S(a)(b) 


Reinsurance  Type 


ProrpcctiveVwTth  an  opt-out    |ll(s) 


Reinsurance  Price 


To  be  estsblishcd  by  the  reinsurance  board    |l3(g>6 


Cost  Shsnng 


Jl 0.000  plus  10%  of  the  next  X 50.000;  maximum  in  one  calendar 
year  shsll  not  exceed  20%  of  total  premiums    |1 I(h)6(j) 


Ajscssmenu 


Not  io  exceed  5  %  of  small  employer  plan  premiums;  second  uer 
not  to  exceed  1  %  of  total  premium  upon  which  assessment  is 
bssed    }ll(k)2(c) 


Must  reinsure  the  enure  group;  all  carriers,  whether  reinsuring  or 
not.  subject  to  secood  uer  assessment    |ll(fc)2(b) 


Effective  Date 


July  I,  1992 


September  30.  1992 
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Croup  Sac 


IndrviduaJ  Poucics 


Guaranteed  issue:     <  1 992  HP  507)    |2*0*-B4<A) 


1-24    |280S  B  WD) 


All  policiej,  pUat,  comicu  4nj  ccruficaua  tawed  arc  subject  lo 

this  mcuoo.    |280S-B<7) 


Cut 

Qificunmti 


Rsung  Restrictions 


A  c»mti  may  not  vary  tbc  prtmwm  r»u  do*  to  I 
cUimi  experience  or  policy  duration  of  th*  eligible  group,  age. 
fcodcr,  industry,  and  geography  wnhio  lb*  bends,  family  wtui, 
emoting  ftiiui,  peructpauoo  in  wellness  program*,  and  group  au 
may  be  used  ouundc  rate  bands    f  2J0S-B  2(B) 


Premium  rates  Tor  age,  gender,  toduauy,  sod  geographic  area  may 

oot  vary  by  ■*-/-  50%  of  the  coonsuniry  rata  until  7/14/94,  +  /- 
33%  of  the  conunuQiiy  rate  uauJ  7/14/95,  +  /-  20%  of  the 
commuruiy  rate  until  7/14/96,  +/-  10%  of  the  cocpmunity  rate 
until  7/14/97.  and  0%  of  the  coaamueary  rata  by  7/14/97; 
reaincuoru  arc  repealed  7/14/94  units*  continued  oc  modified 
12808  B  2(D) 


MARYLAND 


|704<A) 


2  50    f>  50  until  1/1/95  if  earner  < 
)    ft69!fr*) 


Could  apply  in  the  future  as  w*U  as  u>  larger  f  roups 


Camera  may  only  adjust  (be  cornrouosiy  rates  for  afe  and 
fvofraphy     Geo  f  rape  y  ts  baaed  on  the  Baltimore  iDctropoliUri 
area,  the  DC  naetropouian  irea.  Western  Maryland  and  Easujrn 
Maryland      1 702(A) 


CAmtn  may  charge  50%  above  or  bejow  the  community  rale 
between  7/1/94  and  6/30/95;  40%  between  7/1/95  and  600/96. 
33%  between  7/|/96  and  6/30/97.  and  16%  after  7/1/97 
*702(B) 


Transitional  Period 


None 


No  provision 


Renewal  Rating 


No  provision 


No  provision. 


RenewabUiiy 


Guaranteed  renewable  except  "for  cause'    I2X0S-B  (4)B 


Guaranteed  renewable  except  Tor  cause"    |705 


Whole  Groups 


(1990  -  applies  to  a!]  groups)  Prohibits  earners  from  excluding 
any  person  from  group;  tJj  ocw  eligible  esnpkiywss  oun  be  added; 
may  reject  group  until  guaranteed  issue  is  effective 

,2829-B 


Carreer!  arc  r-^uired  to  taJtC  the  whole  group      |704(B) 


Continuity  of 
Coverage 


(1990  -  applies  to  all  groups)  Requires  coealinuiry  for  any  peraon 
eligible  for  coverage  ic  prior  3  nvfffihf  tn  a  group  replacement 
•ituauon  or  for  peraon  moving  from  individual  to  group  or  group- 
to-group  coverage;  1-mn  on  10%  oo  pmnautn  rata  increases  for 
preexisting  conditions  during  first  12  tnooate  of  cmploymeru. 
prtxxjAtcg  coodtuoti  Lauuuoos  of  6  ntffrrth*  for  individual 
policies,  except  up  lo  24  Dioothx  for  any  corsdason  thai  ax  of  the 
cffccl'vc  date  of  coverage  reejmrec  c 
(H  1641)   |2S49-2(B)B.6  12150(2) 


Until  12/31/94.  preexisting  condition  Unutauon  of  6  months; 
credit  given  if  previous  coverage  was  continuous  60  days  pnor  to 
the  new  coverage     Lata  aorollees  may  be  subject  to  12  month 
untstauoiv    Waiting  periods  not  lo  axcaad  30  day*  if  oo  p  re-ex 

used      |701 


Rctnaurancc  Type 


Requires  the  Bureau  of  lnsuraoca  to  report  to  the  Banking  ■ 
Inaurancc  Coeaautuw  oo  or  before  January  I,  1993,  oo 
reinsurance  mode  It  with  opt-out   {5 


PYoapaMUivaVwiih  an  opt-out.    |706 


Reinsurance  Price 


No  provision 


Who*.  Group       150* 
Individual:     500%    |709(B) 


Coat  Sharing 


No  provision 


$5,000  plus  10%  of  the  oerJ  J50.OOO  of  incwrrwJ  claim*  during  u 
calendar  year,  liability  maximum  of  J  10.00  to  any  one  calendar 
year  with  rcapec:  lo  any  reinsured  uadrviduaJ    |709(A)5 


No  provision 


Formula  to  b«  mm  by  Board,  but  must  be  50%  •  150%  of 
earner's  proporuooaJ  share  of  all  reinsuring  carreers'  small 
employer  prenasuena;  mauxnum  amount  shall  be  5  %  of  total 
premium*  earned  in  previous  year  from  email  employer  plans 
1709(D) 


Other 


Marketing  standards.  aux>cnnlend«nt  wiii  develop  standardized 
plana    12S0S-B  (6) 


Loas  rauo  75  %  and  expense  ratio  20%  or  cocransssoocr  may 
require  tbc  insurer  or  HMO  to  file  new  rales     §712 


Effective  Date 


July  15.  1993  (for  rating  and  guaranteed  uauc) 


July  I.  1993 


J 


81  -835  O  -  94  -  4 
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MASSACHUSETTS 

MINNESOTA 

- 
Availability 

Guaranteed  uauc;  however,  until  December  3  I ,  1994,  a  earner 

funis  ■■■  it  issue  of  all  products  eoid  in  email  employer  martet 
(1992  HB  2*00.  SB  2603)  |3  subd.  1 .  4  subd    1 

■  year,  certain  eaaoctsuon  groups  are  inngim!  from  all  but  lbe 
rainaurance  poruoo  of  the  bill    (1991  KB  6307)    |2(b).  4<a)l 

Group  Size 

1     1-23    |l 

2-29    fmibd    26 

Individual  Policies      y    Does  not  apply  u>  individual  policies    |2(a) 

All  provision*  except  guaranteed  issue  apply  to  tndiv>dual  policies 
|I2  subd.  1.2,6   sued.  27(iKii) 

Case 

OuncUnflici 

Age,  kx,  rate  basis  type,  industry.  Dumber  of  eligible  persons, 
and  participation  rate  of  a  group    |l 

suucvaM  chnrartcTuaJrs  of  snmll  employer  as  determined  by 
earner  ta  aaaaaMaaaaTiOP  of  premiums,  claims  experience,  health 
auuux,  industry,  durauoo  of  coverage,  and  gender  are  not  case 
cbaracutnauci    f2  attbd.  6,  3  aubd.  4 

Rating  Renncuons 

Premium  rales  are  limited  to  a  2-1  rue  band,  however,  (be 
following  adjustments  are  pcrrmaed  outside  tbat  band:    benefit 
level,  geography  +■/-  20%,  group  nxe  +  /-  5%,  wellness  4if  "■"? 
-5%.  phase  out  adjustment  for  experience  and  duration  rating  on 
tuning  business  to  reach  +/-  15%  by  12/31/94,  age  +/-  33% 
until  12/31/93    13(a)!.  3(a)3(4),  3(a)7 

PuUaa  must  not  vary  by  more  than  +/-  25%  of  the  index  rate  for 
aatne  or  eumlex  coverage;  inside  the  rating  band,  variations  can 
be  baaed  only  on  health  autus  ('includes  refraining  from  tobacco 
uaa  or  other  actuarially  valid  lifestyle  factors),  claims  experience. 
industry,  and  length  of  lime  employer  has  been  covered, 
adjustments  outjadc  the  band:    age  +■/-  50%,  geography  +/- 
20%,  rate  cells  arc  perrraaed  bsaed  on  number  of  adults  and 
children  cowered  under  the  policy   |t  aubd.  2.3.4.5,6 

Transitional  Period 

Pbase  out  of  raung  renncuons    |3(a)8 

None 

Renewal  Raung 

Trend  plus  10%  plus  change*  in  case  characicriaics   |3(b) 

No  provision 

Renewebility 

Guaranteed  renewable  except  'for  cause*    MOXOCZ) 

Ouaranutad  renewable  except  "for  cauae*    |3  subd.  5 

Wbolc  Group ■ 

Probibtu  policies  from  excluding,  eligible  employees  or  eligible 
dependents  on  the  bam  of  an  actual  or  expected  bias  Kb  condition 
of  auch  person   J5(a) 

Appucauon  must  include  all  eligible  employees   (4  subd    1 

Conunuiiy  of 
Coverage 

Preexisting  condition  exclusion  of  6  months;  credit  shall  be  given 
if  s  person  was  covered  under  qualifying  previous  coverage  if 
previous  coverage  was  continuous  30  days  prior  to  the  new 
coverage  and  if  previous  coverage  was  reasonably  actuarially 
equivalent  to  new  coverage    |5(b) 

Preexisting  condition  exclusion  of  12  month t,  require*  credit  for 
lime  covered  under  qualifying  prior  coverage;  permits  18  month 
preexisting  condition  limitation  for  late  entrants    $3  eubd.4 

Reinsurance  Type 

Prospective/ mandatory  for  commercials    ft 

proepettrve/wilh  an  ocx-oui    |13.  18(1) 

Reinsurance  Pncc 

Whole  Groups:     150% 
Individuals       500%    *8(l)(2) 

Whole  Groups:    150% 
Indrvkkiais:     500%    |21(1) 

Coal  Sharing 

$5,000   IS 

$5,000.  pfcus  10%  oftheocxi  $50,000    |20<l) 

Aiacasincnu 

5  %  of  email  employer  premiums:  if  inadequate .  otber  funding 
aourccs  will  be  recommended    |8(7) 

Initially,  $100-,  in  addition,  not  to  exceed  4%  of  the  member's 
snail  group  market  premium  ('if  c  is  determined  that  premium 
charges  arc  inaufEoeol  to  cover  the  beati)    1 22 (2)0) 

Quaes 

Loaa  ratios:  kaainuy  65%  (or  individual  rsolicict,  75%  for  group 
poUica,  jncreeassby  1%  per  year  to  70%  and  80%,  respectively 

HO) 

Effective  Date              i     April  1.1992 

MM  pnmmaam  Juty  1.  199} 
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Group  Size 


MBSOUM 


Guarvmcad  iiaua  fl992  SB  796)    |6 


3-15    JIOJ) 


IndividuaJ  Policiei       R     G*ocrmll*  appbel  u>  indovjuaj  poiicia*  nld  lo  aawil  <n^)k>r«n 

Sccuoni  1-13  ahall  ool  apply  u  ini  plan  •*«.  uaployaaa  pay  fee 
loul  coal  or  Iha  plan      IK1X7)C3)J 


by 


Ca»c  I    RalcvaiM  dauajf  nfCKi  of —J  aeayluyai  aj 

OurarwnMi.  i  |    to  docnmniboo  of  prvasuoaa ,  claux 

and  durauoo  of  covcnifc  art  om  caaa  caankounauca.    |l(9).  4<I0) 


MOKTANA 


|J» 


rim  si  us) 


3  IS    |14<75) 


laajnidawl  poucata  aoid  10  aaaaU  aaapaoran  mialiin  ccnaui 
lii|iiiiaiiawi  ara  aubyacl  to  thia  An      |15 


|2*<1) 


Rjunf  Re one low 


Lndc  i  rale  for  ooc  clan  of  bunntB  .shall  not  *ic**d  the  uxici  rate 
for  toy  other  cliu  of  bmincn  by  non  than  20%;  for  ■  cUm  of 
buiittcu,  the  premium  nun  charged  small  cmptoyeri  with  uuiir 
case  chsracicnsuca  tfuLl  not  vary  from  Ibc  index  rata  by  nor* 
thso25%    H(l)d) 


l/des  ret*  for  orn  clu>  of  bueincee  ahall  not  exceed  the  indci 
rate  for  any  other  ciui  of  busts—  by  saora  feu  20 % .  fot-  ■  c Lam 
of  busussae,  the  pmna  ret**  rttrgad  acnaJJ  employer,  with 
■ailu  cut  ciuu^cicnsucs  shell  na  very  from  the  umUi  rtu  by 
mors  (hen  15  *  -    U  the  MT  bceJlb  care  authority  c*m  £*cj  to  the 

1/1/99,  lb*  prvnuo  rates  cnerged  to  email  employers  with 
uiUf  case  csWactcruucs  tor  the  same  or  nnuiu  coverage  may 
not  vary  from  the  index  rate  by  more  thaa  20%.   |27 


Transitions!  Period 


3  years    H0>b 


The  roaminiWfT  mail  adopt  rules  for  s  pcnod  of  trarcuuon  to 
comply  with  ihu  sacuoo.    |26(3) 


RenewaJ  Raung 


Tread  ptua  15%  plus  changes  w  ( 


•  ho* 


Tread  plus  15%  plus  rbangss  in  cub  characteristic  a     |27c 


Reoewabiliiy 


jujriMtwi  renewable  except  'for  uum.'    |5 


IU 


Whole  Groups 


Insurer  mujt  cover  the  whole  grtop    |6(5> 


Must 


group    129 


Continuity  of 
Coverage 


Free  sitting  coodilioo  urnfleuon  of  12  rmrthr.  crada  shall  be  given 
if  ■  persoo  wis  covered  under  qualifying  previous  coverage  if 
previous  coverage  eras  cocjunuous  30  days  prior  to  the  new 
coverage,  exclusive  of  applicable  waning  periods.    (6(2) I  (2) 


Precnstrnj  coodruoo  Satrhnaoa  of  12  oaoclbs;  waning  periods 
may  be  waived  if  usdrvidusJ  eras  covered  by  a  group  policy  prior 
to  Iha  effective  dais  of  coverage  if  previous  coverage  war 
continuous  for  30  days  pnor  to  new  coverage;  persons  11  month 
preeiisuag  coodiboo  limiuuoa  for  laic  eolranu.    |29 


Reinsurance  Type 


ProepciU'.  t  nuiodsiorv  wuh  so  opt-out  ttet  three  years    |7(1) 


Proepecuve    |30 


Reinsurance  Price 


Whole  Group      150%    17(9)2 


Whose  Groups:    150% 
IrjorviduaJ:    500%    |30 


Cod  Shsnng 


$5,000  plus  10%  of  the  remaxsung  tacurrad  CaalOaTj  mattiDum 
Lmn  of  $15,000   ,7(1)3 


U.0OO,  phis  20%  of  the  tarn  5 1 00,000.  with  s 
J25 .000  per  year,  per  individual.    |30 


Ajaetimenj 


r:orrauls  to  be  act  by  Board,  but  ecus,  be  50%-l50%  of  earner's 
proporuoosJ  share  of  all  rsasxeuruig  cstticti  '  email  eenptoyer 
pretoiums,  enaxiirsutB  araouai  studJ  be  5%  of  Meal  pretravrna 
earned  io  prewous  year  froco  sroail  exsployeT  plana.    |1 1 


The  board  shall  detenmos    f  30 


Loss  ratios:  ssatisily  65%  for  mdrvidual  policies,  75%  for  group 
policies;  bacrsjaacs  by  I  %  per  year  to  70%  and  10% .  respectively 

WD  


Effective  Osie 


Guaranteed  issue  and  coesuouriy  of  coverage  provuaoo  effective 
July  1.  1994.  all  other  sect***  effective  July  1.  1993. 


January  1.  1994    §30-34  July  1.  1993 
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NEBRASKA 

NEW  HAMPSHIRE 

Availability 

Nopfovuion  (1992  HB  321) 

Group  Size 

1-25    LBN  419  J20 

2-50   H10-F:1(XJ) 

lodrviduaJ  Policies 

Doc*  not  apply  to  indrvtdual  pobciea  which  are  subject  id  policy 
form  and  premium  nu  approval.    LBN  419  |22 

Doaa  sot  apply  to  individual  health  policies  which  are  subject  to 
policy  form  and  premium  rate  approval    M20-F  l(l)(U) 

Caae 

Oiiniixncj.i 

Relevant  demographics  of  small  employes'  a*  r  n—  iliiail  by  earner 
id  determination  of  premium*.    Claim*  experteoce,  beavhh  Mau, 
and  durauoo  of  coverage  arc  not  cam  tnaractenauc* 
LBN  419  §13 

Relevant  deanofraphjes  of  small  employer  as  considered  by 
earner  id  ih  Hiiiiinannr  of  premium*,  claim*  cxpenencc,  health 
sunu,  and  durauoo  of  coverage  arc  not  case  charanrnaic* 
t420-F:l(IV) 

Raung  Renncuon* 

Index  rate  for  one  clias  of  buuocu  thaU  Dot  exceed  me  index  rale 
for  any  other  cum  of  buuocu  by  more  then  20%.    For  •  class  of 
bunncu,  (he  premium  rates  charged  email  employers  with  aunilar 
case  charactensuc*  shall  not  vary  from  the  index  rau  by  more 
than  15%     LBN  419  *23 

Raiaa  cbarfed  during  •  rating  period  to  small  employer*  with 
sinnlar  caae  characteristics  for  same  or  similar  coverage  thill  not 
vary  from  the  index  rata  by  more  than  30% 
H20-FJ0)* 

Tra tuition* i  Penod 

5  yean    LBN  419  |23 

5  year*   H20-FJfT)(3)c 

Renewal  Rating 

Trend  plui  1 5  %  plui  change*  in  ca*e  characteriauca 
LBN  419  §24 

Trend  plus  15%  plus  changes  in  case  characteristic  t 
H20-FJ(T)2 

ReoewabiUiy 

Guaranteed  renewable  except  'for  cauae. *    LBN  419  |24 

Guaranteed  renewable  except  'for  cauae"    H20-  F  * 

Whole  Groupi 

Insurer  must  cover  the  whole  group    |420-F:4 

Cooaiuiity  of 
Coverage 

deparunea  ruie* 

Reinsurance  Type 

No  provision 

Reinsurance  Price 

No  provision 

Cod  Sharing 

No  provision 

AiMinntnu 

No  provision 

Other 

EfTecUve  Dste 

October  1.  1991 

luxury  1.  1993 
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KFW  JERSEY 


Comtnuom  op<n  enrol  I  mem  tfmnmwi  iaeua)    |3bC5  37l   1992) 


KCW  MEXKX) 


Group  Sax 


2-49    || 


1-23    SEN  504  |3  K 


Individual  Policies 


Applies  ui  ail  health  benefit  plana  tovcnnj  2  or  i 
employee!  of  one  or  more  email  employer!    |2 


i  ciigibk 


Dom  not  apply  to  individual  poucaee  which  are  aubjcci  to  potKy 
form  and  premium  raw  approval     SBN  504  i4  B 


Cue 

Cnarectenauci 


Prohibit*  the  uaa  of  age,  tci,  htalrh  aucua.  i 
occupation  with  community  ftuq,    || 


SBN  504  13.D 


Rating  ReMnctioru 


Raiei  may  not  exceed  4  ucaca  the  beat  premium  rata  charged  to 
the  lowcei  nud  group     Plana  muat  tx  cocnxnuoiry  rated  by 
1/1/97.    1/1/94  to  12/31  /95.  premium  re  lee  charred  to  tui+ie* 
rated  (roup  shall  not  be  greater  than  300%  of  rata  charged  lo 
loved  rated  froup      1/1/94  to  12/31/96  greater  lhao  200%      1° 


Index  raw  (or  one  ciaaa  of  bwanm  ahail  not  excawd  the  index 
rata  for  any  other  c-Uae  of  buauacae  by  more  than  20%     For  a 
cUaa  of  tiimanT.  the  premium  rataa  charged  aenaU  employe n 
with  euniar  caaa  enaracumauca  ahall  not  vary  from  the  indci  rate 
by  more  than  25%.    SBN  504  »5.A(I)  A  (2) 


Tnuuauonal  Period 


Pobcica  whoee  lerro  c  neoda  beyond  1 2/3 1  /93  or  contracted  oo  or 
after  1/1/94  subjected  lo  the  act.    1 9(h)(1) 


5  yeere   SBN  504  tf.A(4) 


Renewal  Raung 


Beginning  I  '1/95  may  make  tnformauooaJ  filing  with 
commiMiooer  of  incrcaac  or  decrease  provided  the  toe*  rauo  i 
be  lex*  than  75  %      |9g 


Trend  plus  15%  plus  change*  in  caae  charecttnauci     SBN  504 
|5  A(3) 


Rcncwabuiiy 


Guaraaiecd  rcoewablc  except  'for  cauae*    |7 


Guaranteed  renewable  exxepi  'for  cauae  *    SBN  504  |6  A 


Wbolc  Group! 


uicy  of 
Coverage 


Muat  offer  coverage  to  ail  employee*  and  their  dependent*. 
CanifOt  exclude  baaed  on  actual  or  expected  ocean  condition.    |2 


Reinsurance  Type 


Cod  Sharing 


Effective  Date 


Generally  oo  prccjuaung  condition  Umriauoo.    Pre**  may  apply  to 
a  group  of  2-5  if  (he  period  is  ISO  deya  forward  and  6  month* 
back,  however,  if  10  or  more  late  cnroUeea  request  coverage  pre- 
ex  doea  not  apply     Credit  ahall  be  given  if  a  pcraoa  we*  covered 
under  qualifying  prcvioua  coverage  if  previous  coverage  wti 
conunuoui  30  day*  prior  to  the  new  coverage,  exclusive  of 
appbcablc  waiting  period*     }6 


Proapctuve    |12 


Whole  Group:    150% 
Individual:     500%    |20 


Receive  reimburse  me  ru  to  accordaoce  with 
board     |19a 


auualard*  developed  by 


Apportioned  among  ail  reinsuring  BjeiraSera  in  proportion  to  their 
respecuve  chares  of  the  prenuuma  earned  from  email  group  plana. 
Additional  ■— ■mum  of  afl  mesnfaers  not  to  maid  I  %  of 
premiuma.    f 21c ____^^^_^^___ 


No  pre-ex  pennxocd  -  aee  cooxtnuiry  of  coverage     Sotne  earners 
paying  2nd  tier  aaeesamenu  will  receive  a  credit.    ?21c 


November  30.  1992 


luly  1.  1991 
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Prohibit!  (be  ujc  of  age,  rx,  bcabh  status,  or  < 

geography  i*  pcrmfflcd  on  a  county-wide  (or  larger)  beau.  Sine* 

not  prohibited,  presumably  group  an*,  pemcipaaoe.  1 

ochcr  ceac  charecunaucs  are  permuted    |323l(a,b) 


rating  owtbodology  tllowiaj  me  premium  ic 
wyotdM  buiiof  the  eugible  employee  *  or  dependent' •  age, 
gender,  water  of  faaaJy  — bin  covered  or  geographic  iru 
Reuog  ficwn  related  (o  age.  gender,  number  of  family  members 
covered  or  geographic  locmaaa  may  ba  developed  by  eacb  carrier 
lo  reflect  carrier's  experience.   No  af«  brackeu  of  laaa  tbaa  5 
yn     May  sot  apply  differeat  geographic  rating  factors  to  the 
rues  of  email  employers  located  wiibio  (be  bum  county 
|5 1-50-1 JO 


Rating  Resuieuons 


No  statutory  resthcbon*  oe  penmned  caae  chersctcrisuca,  but 

Department  he*  rale  approval  euihonry  for  initial  rate* 
J323l(c)(e) 


Hay  not  modify  me  rate  for  a  email  employer  for  12  months 
from  ibe  initial  iaauc  data  or  renewal  date,  unksa  tbe  composition 
of  the  group  charged  by  20%  or  more  or  benefit!  arc  changed. 
Community  rating  index  Line  adjusted  pro  rau  for  a  period  of  2 
ytx    beginning  1/1/95.    Camcn  pe  rue  (paling  in  an  Alliance  may 
apply  a  different  community  rate.    On  1/1/95  rata*  charged 
employer!  with  sumlai  cant  cbaxecteruuc*  for  tbe  similar 
coverage  abaJI  not  vary  from  ibe  adjusted  community  rau  by 
mora  (ban  20%.  On  1/1/96  rates  abaU  not  vary  by  mora  (ban 
10%.  On  1/1/97  all  nmall  employer  benefit  plans  issued  before 
1/1/97  will  nave  rates  baaed  oo  tbe  mme  adjusted  ccenmuniry 
151-50-  130(b) 


Transitional  Period 


The  one-year  delay  in  cfTeclive  dale  u  viewed  as  tbe  "■—■*■«■ 
period 


|5«-50-130(b)7 


Renewal  Raung 


Prior  rating  approval;  beginning  April  1,  1994,  rates  sball  be 
deemed  approved  if  policy  bas  an  anticipated  lorn  ratio  of  not  Was 
than  75%    13231(e).  3231(2)s 


Trend  pbia  15%  plus  change*  in  case  characteristics  151-50- 
130<b)3(b) 


Coverage  may  not  be  terminated  due  to  claims  asperianra    |3231 


Guaranteed  renewable  except  'for  cause*    |5l-50-130a(3) 


Whole  Groupt 


Carriers  must  offer  coverage  to  all  employes*  and  their 
|323l  


Must  covw  the  what*  group     |5*-SO-115 


uity  of 
Coverage 


Plans  must  credit  (be  ume  a  person  was  covered  uac 
hcahh  intv^Tf*  plan  or  benefit  arrangement  if  the  previous 
coverage  was  cootinuous  lo  a  date  not  more  man  60  days  poor  to 
tbe  effective  date  of  new  coverage   |323K»).  4311(e) 


life 


limn  at  ion  of  12  tTKttsflV  credo  shall  be 

was  covered  under  qualifying  previous  coverage 

waa  cofsunuous  60  days  prior  to  me  saw 

of  applicable  waning  periods   §51-50-130 


Reinsurance  Type 


Demographic  and  large  claims  pooling  i 


13233(c) 


ftoepectivs/with  an  opt-out   151-50-150 


Reinsurance  Price 


No  pi 


Whole  Group:    150% 

500%   151-50- 150(g)2(fj 


Cost  Srnnnr. 


No  provision 


$5,000  plus  10%  of  tbe  next  S50.000  |5l-50-150(g)2(ci 


No  provision 


Effective  Dale 


first  3  yean:  50%  •  150%  of  asnooni  it  would  have  been  had 
■  proportional  ralationahtp  of  smsl 
not  to  exceed  4%    |5I  50-1500). 


1  and  2  live  employers  must  be  classified  m  earner  tbe  mdrvuSual* 
or  imali  groups  rating  category  by  (he  insurer   a323 1  (b) 


Sec*  up  i 

624 


Hcekb  PUn  Purchasuag  Alliance*,   f  143- 


Commuofry  rating  and  open  enrollment  (eke  affect  April  1,  1993; 
conunuitv  of  coverage  take*  effect  January  I.  1993    |21 


Tbe  prwissosss  of  HB  729  became  effective  upon  retificatioa 
(July  24,  1993)  unless  cchcrwiee  specified  in  the  act. 
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Availability 


Group  Size 


NORTH  DAKOTA 


Guaranteed  issue  (group  sue  3-15)    |6 
(1993  KB  I504)*wmag  for  Goal  biU 


1-23    11(25) 


Individual  Pobc  ica  Individual  policies  sold  io  «ra*U  employer! 

requu^xneaxa  «™  subject  to  dau  Ad.     1 2 


Cam 

Qiaracicnauci 


AT:,  reader.  mdusxry-  reofraphjc  area,  fsasly  rmrppoaauoa 
tad  froop  sue.    Claim  experience,  health  auou  end  dvrt'Km 
of  coverate  are  not  characienauca     |l(7),  H 


Cuncn  ma  op**  cnroU  1/7  of  I  ft  of  icxaJ 


2-50    13923.31 


Sublet  io  li*  if  aary  poruon  of  (be  pruowm  or  bent  Nu  u  paid  by  lh« 
eeaptorer,  or  *ay  laatrvtdaael  «  resanburaad  for  say  poruon  of  the  prvrru*. 
Swfayact  to  opmm  eaarotsaaea*.    J3924  02fA) _____ 


Oeofnphy.  age,  ki  tad  uaduau-y  cJuaficsuoe     Doei  001  include  ttauru 
of  coverajt      |3924  01(E) 


Raima;  Reancuou 


Index  reic  for  00c  clia  of  K"*-rmi  acuUI  not  exceed  the  nki 
rate  for  toy  other  cUu  of  business  by  marc  than  20%,  for  ■ 
class  of  busmen,  premium  rites  charfed  cnaU  employers  *-uh 
tirrulsr  case  chsraciensuci  shall  not  vary  from  lb*  index  rate 
by  mora  than  23  %      H 


l^etoaun  rata*  for  anul  employer  plane  wwh  nnUr  case  coaracterusjci 
may  not  vary  from  the  arerfcpoini  rale  for  thoae  email  employers  by  more 
(baa  33*  of  thai  madcxenl  rata      13024  04 


Transitional  Penod 


Rales  that  exceed  raU  band  may  not  uac  experience 


Renewal  Riling 


Trend  plui  1 5  %  plus  ensures  id  case  chsractcnsuci     M<7) 


Tread  plus  1 3  %  chanfes  en  ceae  characteneuci     13924  04(C) 


Guaranteed  renewable  except  "for  cause  *    |3 


Guaranteed  renewable  except  "for  cause  *    3924  03(O 


Whole  Groupi 


Must  cover  whole  jroup     |6(3) 


Caonc*  aarayaa  eixribW  exapleryeaa  or  depend* nu  oa  the  bssu  of  sa  actus! 
13924.03(F)  


Cocunuiiy  of 
Coverate 


Preexisting  condtuoo  lenaaaxeBe.  ofM2  irff^1  relating  to 
condroonx  6  monthi  before  coverate    Waiting  penods  werved 
for  the  lime  an  individual  wms  previously  covered  if  ttx 
covcrifc  vii  cooxinuoua  30  days  poor  to  the  effective  data  of 
new  coverage     Does  not  preclude  applicauoa  of  a  waiting 
penod  for  all  new  enrolloes.    (6(3) 


of  12  — "Hh«  raieang  to  cocidiuoea  6 
—*^h*  before  cenrerege     Wasting  periods  not  be  more  than  90  dart 
Creda  lima  a  pea-arsa  covered  aodcr  a  previous  health  plan  for  30  days 
prior  to  ma  effectr*  1  dale  of  lbs  new  coverage,  exclusive  of  say  applicable 
iy  he  excluded  up  to  24  mot.    1392*  03 


Reinsurance  Type 


Prospective    §7 


13924  07 


Reinsurance  Price 


$5000.  plus  10%  of  the  acxt  $50,000  not  to  ex 
a  year  per  individual.    17(8) 


J  $10,000  in 


Whole  Group      150% 
laslrviduaJ:     300%    13924  12(A) 


Cost  Sharing 


Whole  group*      130% 
Individuals.    500%    17(8) 


AaacxamenU 


Fonnuls  set  by  Board,  but  must  he  50%-l50%  of  carrier *• 
proportional  there  of  p ramrum*.  numuffl  aosouai  5  %  of  to 
premiums  esmad  is  previous  year.    |7(1 1) 


Apponaociad  among  siJ  mamhera  in  proporuoo  to  their  reapecuve  aherei  of 
0>t  total  preaasutna  earned  from  small  ftuup  plana.    Asaessrnerst  wUl  not 
l«.    13924.13(B)  


14,  1993 
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AvuUbiliiv 


Gu- ranged  issue   (1991  SB  1076)   |6<4) 


PENNSYLVANIA 


Group  Sax 


3-25    |3(25) 


Individual  Policies 


Applies  to  individual  poucscs  providing  health  benefits  covering 
one  or  more  employee*  of  •  small  employer,  provisions  of  OR 
742.005  do  not  apply  to  individual  policies  subject  to  this  law 

|5(I)(2) 


Case 

Characteristics 


Geography  and  differences  in  family  i 


*7(6)b 


Rating  Restncuons 


Premium  raua  may  not  vary  from  the  geographic  average  raw  by 
more  than  33ft  except  that  the  premium  rate  may  be  adjusted  to 
reflect  the  provision  of  additional  bcncfui  not  covered  by  the  basse 
health  care  plan  and  differences  in  family  size  and  < 
|7(6)b 


Tbc  Department 'a  policy  prohibiting  exclusion  of  individuai  at 
policy  inception  or  for  new  entrants  due  to  medical  eoodiuoru  in 
small  (roup  heahh  policies  was  affirmed.    Insurance  Fed  em  ion 
of  Pennrylvarua.  lnc    v    Foster.    Index  rate  for  one  class  of 
busuktas  shall  not  exceed  the  index  rale  for  any  other  class  of 
busancaa  by  more  shao  20ft;  for  a  class  of  business,  the  premium 
rata*  charged  small  employers  with  similar  case  charactensucs 
shall  not  vary  from  the  index  rate  by  more  than  25  ft    |27-49- 
6(1.2) 


Traiuiuonal  Penod 


EfTecuve  on  the  date  the  reinsurance  pool  becomes  opcrauonal 

|7(10)s 


None 


Renewal  Rating 


Trend  plus  1 S  ft  plus  adjustments  to  reflect  provision  of  benefits 
not  required  to  be  covered  by  basic  health  care  plan   |7(6)c(B) 


ReocwabUity 


Guaranteed  renewable  except  *foe>  cause*   |7(4) 


Whole  Gaoupi 


Prohibits  camen  from  excluding  individuals  on  the  basis  of  actual 
or  expected  health  condition   |7(3) 


Cormmnry  of 
Coverage 


Preexisting  condition  Limitation  of  6  months   credit  shall  be  given 
if  the  person  wis  covered  under  a  previous  group  or  individual 
plan  if  the  previous  coverage  was  continuous  30  days  pnor  to  the 
new  coverage,  exclusive  of  applicable  waiting  periods    ft7(l)(2) 


Reinsurance  Type 


Proapccuvt/with  an  opt-out    ft  1 0, 1 1 


Reinsurance  Pnce 


Existing  business:    none 
Whole  Group  150ft 

Individual  300ft    |M(B)a.b 


Cost  Sharing 


S5.000plui  ISft  of  the  next  $100,000  |II(7)d 


Maximum  att^rm——  is  4ft  of  email  employer  premium  plus  1  ft 
of  members    total  beallh  insurant*  premium*    |II(I2)S 


Effective  Date 


On  or  after  the  date  tba  Oregon  Small  Employer  Reinsurance  Pool 
becomes  operatsOOal 


February  27.  1991 
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CZ 


RHODE  ISLAND 


:  uroupiof  3  15)    (1992  H  9011  Sub    A) 


SOUTH  CAROLINA 


Group  Sl2£ 


t-50    §27-49-4<AA) 


1-25    131-71-920(1) 


Individual  PoUcic* 


Generally  eppbes  to  individual  poucws  aald  to  ameU  cmplorera 
§27-49-4  


Daw  sot  epoJy  to  laalnndueJ  health  polaciee  aubject  to  pobcy  form 
tad  pmwa  nii  ippivnl    §3e-71-930(A,B) 


Caae  Chancuutaucs 


B    Relevant  demographica  of  amau  cmptorer  u  i  n  —  limit  by 
umcr  cd  doLcnxttniuoa  of  ^mum,  cUun  experience,  he*. 
sLitus,  and  dureuoo  of  connft  «rr  not  um  characwnauca 
§27-40-3(F) 


Relrvaje:  okasoavaptuce  of  ■nmU  employer  aa  CKaneaAued  by  ( 
m  <wiliiii  of  p—fc— i  dana»  ii|wt  i,  haahh  uc 
dureuoo  of  c«v«tc«  ere  not  c*aa  cbexacwiauc* 

§31-71-920(5)  ^_^_ 


Rating  Rcancuoru 


Index  reu  for  one  cliu  of  **■■■■***"  iull  on  exceed  the  index 
nut  for  «n>  other  ciiu  of  bunneaa  by  more  than  20%.  for  ■ 
cUu  of  bunntu,  the  premrum  run  charged  email  employers 
e-ith  similar  case  charactcnsuca  «h*U  not  vary  (poen  (be  index 
rate  by  more  than  25%    {27-49-6(1,2) 


Index  rata  for  one  claae  of  busancaa  abail  noi  ejaaaaaj  the  index  rata 
tor  any  other  class  of  buauseaa  by  mora  than  20%,  for  a  cUu  of 
buauacaa,  the  prem/urn  rmtee  charged  email  cxoployen  ends  aunuar 
case  cheracienatjcs  4udJ  not  vary  from  (ha  mdex  rata  by  more  tbaa 
25%    §3t-71-940     


Tntui  >or\ii  Period 


3  yean    §27-49-6(7) 


5  yman   t3l-7I-94Q(A)4 


Rencwa-  P-aung 


Trend  plui  15%  plut  changes  in 
§27-49-6(3  )b 


caae  cbtricuniuci 


Trend  phts  15%  plus  duuurei  tc  caae  charectcnsuci 
§3e-71-940<A)3(B) 


Guaranteed  renewable  except  "for  cauae*    |27-49-7 


Guaxanuaad  renewabtc  except  "for  cauae'    §31-71-950 


Whole  Group  t 


Ctmcn  an  required  to  tax*  the  whole  group    §27-49-4c<5a) 


Proeubiza  temen  from  excluding  any  individual  from  the  group, 
however,  i»  groups  of  10  or  last,  svioenrs  of  individual 
inaurahuiry  may  be  required    J3t-71-73Q<3) 


my  of 
Coverage 


Plans  cnue  credit  the  tune  a  person  eras  covered  by  qualified 
previous  coverage  provided  the  coverage  svma  f-notinuom; 
qualified  prtvioui  coverage  u  defined  aa  Medicare.  Medicaid, 
employer-baaed  bcaJth  insurance,  or  mdrvwJuaJ  insurance 
provtdiag  timiUr  or  exceeding  benefits     §27-49-8(c) 


Prwaxiaung  cossdauoo  Laautjoea  of  12  months,  credit  ahall  be  gives 
for  uaaa  eerved  under  a  prior  plan  if  the  coverage  ts  aelactad  when 
the  peraoo  6m  bl  runes,  eligible  and  the  coverage  u  coramuout, 
aervice  wajung  periods  are  not  rooaidirad  L>  interrupt  continuous 
§31-7 1  -730(4) 


Reinsurance  Type 


Prospective  with  so  opl  out    (27-49-1 1 


No  provision 


Reinsurance  Pncc 


Who  k  Group      150% 

Individual.   500%    |27-49-l  l(9)5a) 


No  p 


Coat  Sharing 


First  S5.000  of  reinsured  claims   §27-49-1 1(°X4A) 


No  provision 


5  %  of  total  premiums  earned  m  small  employer  market 
§27-49-1 10_)(3c)  


No  pfovisaon 


Effective  Date 


Standard  and  economy  bcahh  benefit  plana  are  me  faded  within 
the  law  e od  are  baaad  on  Rhode  Island's  tow -coat  limned 
mandated  bene  Si  law.    CaaaajyeaaMa,  dedasctabUa,  and 

caenau ranee  are  outlined.    §27-49-12 


I    July  21.  1992 


January  I,  1992 
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Avmii«biijly 


SOUTH  DAKOTA 


TENNESSEE 


(IW2SB257S)   |S(E) 


m 


Group  Siu 


I   25    SBN  229.  |t 


3-25   |3f24) 


ladiwliuJ  Policies 


Does  not  apply  u>  indrvidual  bcaJtb  policies  subject  to  policy  form 
»nd  premium  rale  approval.   SBN  229,  |2 


Generally  applies  to  individual  pobcics  sold  lo  mail  employers. 
ProvisioMofTCA,  TilW  56,  Chapter  5,  Put  3  doom  apply  to 
individual  policial  inject  lo  djg  Uw.    jjftj) 


Case 

Chirac  tensucs 


Relevant  demographics  of  amall  employer  a*  e— i riiini]  by 
in  determination  of  premiums.   Claims  experience,  health  utm, 
and  duration  of  coverage  are  not  ci 
SBN  229.  |l 


RcJevenKl 
earner  id  c 


Rating  Restnctions 


lodei  rate  for  one  cliu  of  bunncn  abail  ooc  exceed  the  index 
rate  for  any  other  cliu  of  buttocn  by  more  loan  20% .   For  a 
c liu  of  butuxu,  the  premium  rales  charged  amail  employers 
with  similar  case  charactenxtics  thsil  oot  vary  from  the  index  rate 
by  more  than  25*     SBN  229.  |3. 


Index  rata  for  one  cleat  of  business  shell  not  exceed  the  mdei 
rale  for  any  other  dan  of  buaineas  by  more  than  25  ft ,  for  ■  class 
of  business,  the  premium  rates  charged  mall  employers  with 

k  duuvcteriaucs  shall  not  vary  from  the  indci  rate  by 
35ft   |9(b)        


Transitional  Period 


5  yean    SBN  229.  |3 


3  yean   |9(b>7 


Renewal  Rating 


Trend  plus  I5ft  plus  changes  in  case  charactehaucs. 
SBN  229.  |3 


Trend  plus  1 5  ft  plus  change  in  caac  cnanaehatici  9(b)3(B) 


Renewebthiy 


Guaramecd  renewable  except  'for  cause  *   SBN  229.  H 


Guaranteed  renewable  except  'for  cause*    {9(3) 


Wbok  Groups 


No  provision 


Continuity  of 
Coverage 


umnauoo  of  12  i 
the  lima  person  was  covered  under  a  | 
benefit  plan  if  previous  coverage  wax  < 

the  new  coverage   |9<1.2) 


;  plans  shell  credit 
■  group  hearth 

■  30  days  prior  to 


Reinsurance  Type 


Ptospecuve/wTth  an  opt-out    1 13(a) 


Reinsurance  Pnce 


Wbok  Group:    150ft 

Individual:     500ft   |13(g)2(c) 


Cost  Sharing 


S5.000  plus  10ft  of  the  nan  J50. 000  |13(g)2<c) 


Axscssmcnu 


Capped  at  5  ft  of  amall  employer  premiums .  formula  to  be  act  by 
board  but  must  be  50ft  to  150ft  of  earner's  proportional  share 
of  all  reinauring  carricri'  email  employer  premiums    |13fh)<7.4) 


H3(hH 


Effective  Date 


luly  I.  1992 


Jury  I.  1992,  January  1.  1993  for 
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Availability 


(.umnud  iuuc    (9/1/95)    |26  2l    HB  203 S  1993 


f40I0.<  4mJ(I) 


Group  Sue 


3  50    |26  01 


1-49    HOtCMI) 


Individual  Policies 


Ceae 


Generally  applies  lo  individual  poucie*  sold  to  small  employers 

{26  06 


May  OCX  offer  a  health  benefit  plan  or  insurance  policy  io 
indrviduaJ  eanployaea  or  members  of  a  email  group  as  a  means  of 
circtnnveaung  Ac  act    fr40eOa<4)h(3)m 


<Li*orTVby .  •#*••  gender,  induatry  rlaaatTir  Htfta.  ■  ■■■  n    if 
employees  and  others     Claim*  caperkcace,  hssfcti  aau,  araseVsl 
hiaory  or  pregnancy  an  not  cane  characumauca.    §26.01 


Rating  Rcstncuons 


Trexunuooel  Pcnod 


Renewal  Rating 


Renew  ability 


Whole  Groups 


Coounuiry  of 
Coverage 


Reinsurance  Type 


Reinsurance  Pncc 


Coat  Shannf 


The  toOowiaa;  nak  t\mrrr-"*-^"  factors  ar«  prohibited 
|asaj m i as i hi r  rating,  including  age  end  gearf**.  gsevvephic 
ratine,  usdustry  rating,  medscal  underwriting  and  acrecreng 
experience  rating,  tier  rating,  or  durational  rating,  Commi 
may  by  ruia  ptnui  carriers  to  use  one  or  more  nak 

fr4Ot0a(h)l 


lndc  i  rates  ahail  not  exceed  another  claaa  by  mora  than  20% .  or 
wuhio  ■  diu  by  more  than  25  %     (NAJC  rata  bands)   |26.32 


Premiums  may  oat  deviate  by  more  than  +  /-  20%  of  the 
community  rate  filed  by  the  email  employer  earner    t40S0a(h)2 


May  exceed  ranges  until  9/1/95. 


In  force  business  arUI  not  be  subject  io  the  provuuom  of  the  Act 
Hjgjl  ib«  later  of  the  dau  of  renewal,  annrvenary,  or  July  1,  1992 
|5ll2f6)b  _^___ 


Trend  plua  15% 


Guaranteed  renewable  except  'for  causa.*    |26.2J 


Must  fuaraotaa  rate*  for  en  montbs.  must  guarantee  acceptance 
M0»0a(k)      


Csmer  must  take  entire  (roup    |40t0a(a>4(d) 


Pre-ex  may  be  excluded  for  12  months  if  traatmeai  soufbt  within 
6  rnocohs  prior  to  covtnrr     Does  not  apply  if  indroduaJ  eras 
conunuoualy  covered  for  1 2  *■*"— h*  sad  only  had  a  gap  of  60 
days.   Credit  given  for  any  day  coverage  ia  effect  during 
preceding  12  mooths.   May  establish  trading  period  up  to  90  days 


Preexisting  condition  limitation  of  12  months,  Ummuon  shall  be 
areived  if  there  is  evidence  of  substantially  equivalent  coraunuous 
coverage  during  previous  9  months   |40S0a(g) 


Proapccuvc  with  opt  out   {26.51-62 


Proapective/aiandauxv  for  commercials,  participants  must 
guarantee  solvency  w/out  limitation  on  a  pro-rata  batu  |4080a(o) 


Whole  Group:    150% 
Individual:   500%    ,26.59 


No  provupon 


J  V 000  plus  10%  of  the  oen  $50,000  w*h  a  $10,000  cap  per 
individual  per  year.  ___ 


5%cap.    Must  be  50%-ISO*  of  earner's  proporuooaJ  share  of  all 
reinsuring  carriers'  small  crop toyer  nreaaatjnsj.    {26.60 


Effective  Date 


Guaranuaad  iaauc  is  auspendad  if  asaaaarne 
Provides  three  rfatnrtatnd  benefit  packagae 
by  1/1/94 
126.42 


L  be  offered 


Partxspauoo  rar/uireiDcnt  *  75  %  of  employe**,  moat  provisions 
do  not  apply  lo  regislerad  earners  who  on  1/1/91  and  thereafter 
have  vntteo  or  eoUacurd  leas  than  J 1 00.000  in  annual  gross 
presnsuma  for  group  health  bene  fa  plana    {40«0a(l)h(3)l 


September  1.  1993  (offering  of  the  i 

until  1/1/94  and  guantntae  issue  isnl  until  9/1/95). 


July  1.  1992 
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WASHINGTON 

VIRGINIA 

1 

Availability 

Guaranteed  lasue.*    |3«-2-343 1 (D>  C*1993  HB  2353  eavadmetU) 

(1993  SB  5304) 

Croup  Size 

2-25  for  guaranteed  iow,   2-50  far  other  reforms 
|3I  23431(B) 

Coven  everyone.    Employer  aad  individual  mandate     Requires 
rwssdaaxs  la  purchase  s  uniform  benefit  package  from  a  certified 
health  plan  by  7/1/99. 

Individual  Pohciea 

Sublet  if  any  porboa  of  (be  preemume  or  hiMfili  a  peud  by  (he 
employer,  if  the  employee  u  reimbursed  or  if  che  pUa  u  treated  as 
pen  of  a  program  for  the  purpose  of  the  US  lateraaJ  Revenue 
Code     f,3S2343I(A) 

Cue 

Cbaractcnsuct 

Based  os  ■  community  rmtc  suspect  to  demographic  rating 
including  are.  reader  tod  geography.    May  dm  use  elsun 
experience,  health  cuius  or  duration.  * 

Family  sac  sad  geofraphy. 

Rjuag  Reju-icuoo* 

Premium  nuts  charged  by  •  scasil  employer  may  deviate  shove  or 
below  the  community  rite  by  no  more  ttua  20%  for  claim 
experience,  health  sutus  and  duration  only  during  s  rating  penod 
for  such  group!  wuhin  nrmUr  demographics  for  the  same  or 
curuisr  covers  re.   Rating  factors,  including  case  charsctcrouct 
aoll  be  spplted  conn  sural  y  with  reaped  to  ail  primary  small 
employers  in  eunilar  ckmos^mphics.    Adjusimeau  in  rales  for 
claims  experience,  beafth  suau  sad  durauoa  from  issue  may  not 
he  appbed  individually.* 

Coenrrajruiy  raung     Musi  provide  beasGts  of  the  uniform 
privilege  oo  a  pre-paid  per  capital  community  rated  premium  not 
-o  csxeed  the  maximum  premium  established  by  the  commission 
aad  provide  benefits  through  managed  care. 

TrmnssuooaJ  Penad 

No  provision 

Renewal  Rating 

No  provision 

Rene-wabuii> 

Guaranteed  renewable  except  "for  cause'    }3I.2-3432(B) 

Whole  Groups 

Prohibits  earners  from  excluding  individuals  because  of  hcahh 
sutus   138.2-3432(1)0) 

Continuity  of 

Covenjt 

Praexjsung  condition  limitation  of  12  moram.  umc  shall  be 
credited  to  s  person  covered  under  previous  individual  or  group 
coverage  u>  the  small  employer  market  of  equal  or  greater  value  if 
coverage  was  coouauous  30  days  pnor  to  new  coverage,  exclusive 
of  applicable  waiting  periods.   Lata  carollcs  may  he  excluded  for 
Itmoothi     |3S  2  3432(l)p) 

After  1/1/94,  every  individual  aad  group  disability  iasurcr  HMO 
aad  hcahh  service  comrsci  is  to  waive  any  pre-existing  condition,      y 
axxsusaoo  or  unxnatinri  ta  3  month  period  preceding  efflux  data      1 
of  coverage.   If  persoa  met  a  1 2  mooch  waiting  period  in  the 
preceding  policy,  insurer  will  waive  ptwexuuag  coodiuon 
bmstauoa. 

Reinsurance  Type 

No  provision 

J 

Reinsurance  Price 

No  provtsrae 

n 

Cost  Sharing 

No  provision 

n 

Asseeamerju 

No  provisioe 

n 

Other 

n 

Effective  Dile 

Apnl  1.  1994 

EJToctiv,  7/1/W  cusp)  |  23  4- 137  oo  7/1/95  md  1301  on  1/1/96 
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1 1 

WYOMING                                                | 

Availability 

Guaranteed  issue    {26-19-306 

Group  Size 

2-25    §26-19-302(xxii)                                                                        | 

Individual  Policies 

Does  not  apply  to  individual  policies  which  are  subject  to 
approval  for  policy  form.    §26-19-303 

Cue 

Characteristics 

Relevant  demographics  of  small  employer  as  considered  by 
carrier  in  determination  of  premiums;  claims  experience,  health 
status,  and  duration  of  coverage  are  not  case  characteristics 
§26-19-302(vi) 

Rating  Restrictions 

Index  rate  for  one  class  of  business  shall  not  exceed  the  index 
rate  for  any  other  class  of  business  by  more  than  20%;  for  a  class 
of  business,  the  premium  rates  charged  small  employers  with 
similar  case  characteristics  shall  not  vary  from  the  index  rate  by 
more  than  25%    $26-19-304 

Transitional  Period 

3  years    §26-19-304(a)viii 

Renewal  Rating 

Trend  plus  15  %  plus  changes  in  case  characteristics 
§26-19-304(a)iii(B) 

Renewability 

Guaranteed  renewable  except  'for  cause*    §26-19-305 

Whole  Groups 

Insurers  are  required  to  offer  coverage  to  the  entire  group 
§26-l9-306(c)vi 

Continuity  of 
Coverage 

Preexisting  condition  limitation  of  12  months;  credit  shall  be 
given  for  time  person  wis  previously  covered  if  previous 
coverage  was  continuous  30  days  prior  to  new  coverage, 
exclusive  of  applicable  waiting  periods,  or  for  a  person  who 
become  unemployed  and  are  provided  coverage  if  the  person 
obtains  employment  and  coverage  within  60  days   §26-19-306(c)i 

Reinsurance  Type 

Prospective/mandatory  §26-19-307 

Reinsurance  Price 

Whole  Group:    150% 

Individual:     500%    §26-19-307(k)i,ii 

Cost  Sharing 

$5,000   §26-1 9-307(1  )x,v 

Assessments 

Not  to  exceed  5  %  of  the  tout  small  group  premiums 
§26-I9-307(n)A 

Other 

Effective  Date 

No  earlier  than  March  31,  1993 
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COMPREHENSIVE  SMALL  EMPLOYER  PACJCAGES 


HlAA 

NAJC 

■     Av.iijbii.iv 

Guaranteed  issue 

Guaranteed  issue  (groups  of  3-25) 

Croup  Size 

3-25 

1-25                                                                                              | 

Individual  Politic* 

Individual  policies  sold  to  small  employer  subject  to  Act;  however, 
if  sute  has  effective  rate  regulation,  the  ratinf  requirement*  do  not 
•pply 

Does  apply  to  individual  policies;  although  drafting  note  says  that     fl 
ateics  may  wish  to  costsidar  cixrnpung  individual  health  policies 
from  the  ratios;  provisions 

CMC 

Charac  lenities 

Geography,  age,  sex,  size  of  employer,  and  other  objective 
criteria;  but  does  not  include  claims  experience,  health  status,  or 
duration  of  coverage 

Small  employer  carriers  may  not  use  case  rharartrrisucs  other 
than  age,  gender,  iskdustry,  geographic  area,  family  eorjspoartkm, 
•fad  group  size  without  prior  approval  of  Comnusssooer 

Rating  Rcuncuona 

Premium  rales  for  small  employer  plana  with  similar  case 
characteristics  may  not  vary  from  the  midpoint  rate  for  those  small 
employers  by  more  than  35%  of  thai  midpoint  rale 

Index  rate  for  one  class  of  business  may  not  exceed  the  index  rats 
for  any  other  class  of  business  by  more  than  20%;  for  a  class  of 
business,  the  premium  rales  charged  small  employers  with  similar 
case  characteristics  shall  not  vary  from  the  index  rate  by  more 
than  25% 

Transitional  Penod 

3  years 

3  years 

Renewal  Rating 

Trend  ptui  1 5  %  plus  changes  in  case  characteristics 

Trend  plus  15%  plus  changes  in  case  chsracteristics 

Rcocwability 

Guaranteed  renewable  except  "for  cause" 

Guaranteed  renewable  except  "for  cause"                                                   | 

Whole  Group! 

Carriers  must  take  the  entire  group 

I 

Gamers  must  take  the  entire  group 

Coououity  of 

Coven(t 

Plans  must  credit  the  lime  a  person  was  covered  under  s  previous 
employer-based  plan  if  coverage  was  continuous 

Plans  must  credit  the  time  a  peraoa  was  covered  by  qualified 
previous  coverage  provided  the  coverage  was  continuous; 
qualified  previous  coverage  u  defined  as  Medicare.  Medicaid, 
employer-based  he*ru\  insurance,  or  individual  insurance 
providing  similar  or  exceeding  benefits 

Reinsurance  Type 

Pro  spec  uve/manda  lory 

Individual  suites  will  determine  whether  to  make  participation  to 
reinsurance  mandatory  or  voluntary 

Reinsurance  Pnce 

Whole  Group:    150% 
Individual       500% 

Whole  Group:    150% 
Individual:     500% 

Cod  Sharing 

None 

First  15000  of  reinsured  claims  plus  10%  of  next  550.000 

AiKuiwnu 

4  %  of  the  premium  of  small  employer  market  net  of  re  insurance 
premiums  paid 

5  %  of  the  premium  of  the  small  employer  market 

Other 

Carriers  may  reinsure  existing  business  and  new  adds 

J 

Effective  Dale 

J 
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Actuarial  Memorandum 

Premiums  in  Regional  Health  Alliances 

Under  the  Clinton  Administration's  Proposed  Health  Security  Act 

P.    Anthony   Hammond,    ASA,    MAAA 

This   memorandum   presents   the   assumptions   and   methods   used   to 
develop   an   average    1994   premium   estimate   for   the   Clinton 
Administration's   standard   benefit   package.       In   calculating 
premium   rates   within   Regional   Health  Alliances   under   the   Health 
Security   Act,    I   had   to   assume,    as   the   Administration   had   assumed, 
that   all   coverage   and   administrative   requirements   under   the   Act 
were    fully    implemented   on    1/1/94. ' 

In   developing   the   premium,    I   used   a   standard   actuarial    approach, 
which    included   the   following   steps: 

(1)  Defining   a   database  of   claims   appropriate   for  pricing  the 
risks   to   be    incurred   and   calculating   the   average   expected    (base) 
claims    cost    from   this   database; 

(2)  Making  appropriate  adjustments  to  the  claims  cost  derived 
from  the  database  in  order  to  develop  the  net  premium  (before 
expenses,    margins,    etc.); 

(3)  Determining   appropriate   adjustments   to   the   net   premium 
(usually   referred   to   as   retention   or    loading   and   expressed   as   a 
percent   of   the  gross  premium,    i.e.,    total  premium  after   loading 
is   added   into   the  net  premium) ; 

(4)  Combining   steps    (1)    through    (3)    to   determine   the   gross 
premium;    and, 

(5)  Sensitivity   testing   the   rating   formula   to   look   for   any   factor 
or   assumption   that   could   skew  the   actual   results    from  the 
expected   results. 


1       There   are   several   reasons  why  premiums   developed    in   such   a  manner   do 
not   represent   real   premiums   that   anyone  might   actually  pay  to   any   health   plan 
in   1994,    even    if   the   Health   Security  Act  were   enacted.      For   example,    universal 
coverage   may    actually   take   years   to    implement.       But,    since    the 
Administration's    premium   estimates    assume   that    universal    coverage    is    fully 
implemented    in   a   mature  market,    I   made   the   same   assumption   in  producing  my 
estimates    so   my    figures    could   be   compared   to   theirs. 

These   premium  estimates    should  only  be  used    for   comparison  with  the  premium 
estimates   the   Clinton  Administration  presented  with  the   proposed   Health 
Security   Act   or    for   comparison  with   other   premium  estimates   developed 
specifically    for   the   same  purpose. 

1025  Connecticut  Avenue,  N.W.,  Washington,  DC  20036-3998   202/223-7780  Telecopier  202/223-7897 
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Each  of  these  five  steps  is  summarized  briefly  in  the  next  two 
pages  and  then  in  greater  detail  in  the  remainder  of  this  memo. 

First,  I  developed  a  base  claims  cost  for  a  single  person  by 
asking  several  commercial  carriers  to  estimate  the  1994  expected 
claims  cost  for  employer  groups  with  the  standard  benefit  package 
described  in  the  9/7/93  working-group  draft  of  the  Administra- 
tion's reform  proposal.   I  then  averaged  these  carriers' 
estimates  together  with  another  estimate  I  derived  from  the 
Tillinghast  Group  Rating  Manual.   All  the  estimates  were 
nationally  representative,  and  I  adjusted  them  for  subsequent 
changes  in  the  benefit  package  as  well  as  other  factors. 

Using  the  March  1992  Current  Population  Survey's  data  on  the 
distribution  and  average  size  of  currently  insured  families, 
claim  cost  factors  from  the  Tillinghast  Group  Rating  Manual,  and 
the  base  claims  cost  for  a  single  person,  I  developed  base  claims 
costs  for  couples,  single-parent  families  and  two-parent 
families.   I  then  adjusted  these  base  claims  costs  for  changes  in 
the  average  claims  cost  that  would  result  from  moving  to 
universal  coverage,  including  a  migration  adjustment  to  reflect 
the  uninsured  becoming  insured  under  the  Act.   For  this 
adjustment  I  used  nationally  representative  data  from  the  1987 
National  Medical  Expenditure  Survey  (NMES) .   In  short,  I 
developed  the  base  claims  cost  and  adjusted  for  changes  in  the 
covered  population.   The  method  and  assumptions  are  described  in 
sections  1  &  2,  below. 

The  second  step  (developing  the  net  premium)  is  detailed  in 
sections  3,  4,  and  5.   Changes  in  the  base  claims  cost  are  made 
to  reflect  the  average  expected  claims  cost  or  net  premium  for 
the  population  actually  eligible  for  regional  alliances. 

The  third  step  (loading  the  net  premium  for  expenses,  taxes,  and 
margins)  is  described  in  sections  6,  7  and  8.   The  first  part  of 
the  loading  factor  is  for  surcharges  and  assessments  added  by  the 
Health  Security  Act.   Loading  of  current  expenses  and  taxes  is 
explained  in  section  7.   Changes  from  the  current  expense 
loadings  are  addressed  in  section  8. 

The  fourth  step,  which  combines  the  first  three  steps  to 
determine  the  gross  premium,  is  basically  an  algebraic  formula: 

(Base  claim  cost)  x  (Adjustments)  =  Net  Premium  =  Gross  Premium. 
1-loading  1-loading 

My  objective  was  to  develop  a  premium  for  the  standard  benefit 
package  under  the  Health  Security  Act  that  was  comparable  to  the 
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Administration's  premium  estimates,  as  found  on  page  112  of 
Health   Security:    The   President's  Report    to   the  American   People. 

In  Table  2,  my  premium  estimates  for  the  Health  Security  Act  are 
compared  to  the  Administration's  premium  estimates  and  to 
premiums  developed  by  Hewitt  Associates  which  were  presented  in 
Congressional  testimony. 

Once  I  calculated  premium  estimates  for  the  Health  Security  Act, 
I  tested  them  for  sensitivity  to  changes  in  specific  assumptions 
(the  fifth  step  above) .  Through  sensitivity  testing,  I  was  able 
to  determine  how  sensitive  the  premium  estimates  were  to  changes 
in  the  assumptions  and  how  conservative  my  estimates  were.  The 
results  of  the  sensitivity  testing  are  discussed  below  and 
compiled  in  Tables  3  and  4. 

Table  3  shows  the  resulting  percentage  change  in  premium  for 
various  changes  in  the  rating  assumptions. 

Table  4  shows  changes  in  specific  assumptions  that  would  result 
in  a  1  percent  change  in  the  premium.   For  example,  if  the 
savings  from  uncompensated  care  were  10  percent  less  than 
expected,  premiums  would  be  1  percent  higher.   Likewise,  if 
Medicaid  morbidity  were  11  percent  higher,  premiums  would  be  1 
percent  higher. 

Table  5  shows  how  the  premium  estimates  would  vary  by  state. 
These  premiums  are  only  for  the  high  cost-sharing  plan,  however, 
so  they  may  not  be  appropriate  for  comparisons  in  states  with  a 
high  HMO  penetration  (market  share) .   Actuarial  judgment  should 
be  exercised  when  using  these  estimates  in  states  with  large  HMO 
population /penetration. 

Components  of  the  premium,  and  the  assumptions  used  in  developing 
the  HIAA  estimate,  are  described  in  some  detail  in  the  numbered 
sections  following  the  tables. 
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Table  1 

Premiums  in  Regional  Health  Alliances 
Under  the  Clinton  Administration's  Proposed  Health  Security  Act 

(National  Average  Premiums  for  High  Cost- Sharing  Plan) 


Annual  Premiums 


Family 

Clinton 

Hewitt 

Status 

Administration 

Associates 

HIAA 

I 

Single 

$1,932 

$2,440 

$2,509 

Couple 

$3,865 

$4,880 

$5,419 

Single- Parent  Family 

$3,893 

$4,619 

$4,270 

Two— Parent  Family 

$4,360 

$6,946 

$7,278 

Monthly  Premiums 


Family 

Clinton 

Hewitt 

Status 

Administration 

Associates 

HIAA 

Single 

$161 

$203 

$209 

Couple 

$322 

$407 

$452 

Single- Parent  Family 

$324 

$385 

$356 

Two  — Parent  Family 

$363 

$579 

$607 

Sources:  "Health  Security:  The  President's  Report  to  the  American  People,"  page  112  (Administration's  estimates); 
Testimony  before  U.S.  House  Subcommittee  on  Health  and  the  Environment  of  the  Committee  on  Energy  and 
Commerce,  November  22, 1993  (Hewitt  Associates'  estimates);  and  HIAA 
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Table  2 

Comparison  of  HIAA  Premium  Estimates  for  Health  Security  Act 
to  Hewitt  Associates  and  Clinton  Administration  Estimates 


Sinqle  Person  Premium 

Assumptions 

Single 

Person 

Premium 

Compared  I  Compared  I  Compared 
lo  HIAA  I    to  Hewitt    to  Admini- 
Estimate  I  Associates  I       ftration 

1.  HIAA  estimate  for  Health  Security  Act, 

$2,509 

3%           30% 

2.  Hewitt  Assoc,  estimate  for  Health  Security  Act 

3.  Administration  estimate  for  Health  Security  Act 

$2,440 

-3% 

-- 

26% 

$1,932 

-23% 

-21% 

-- 

Two— parent  Family  Premium 

Two-parent 

Compared  !  Compared  |  Compared  I 

Family 

to  HIAA 

to  Hewitt 

to  Admini- 

Assumptions 

Premium 

Estimate 

Associates 

stration 

1.  HIAA  estimate  for  Health  Security  Act 

$7,278 



5% 

67% 

2.  Hewitt  Assoc,  estimate  for  Health  Security  Act 

$6,946 

-5% 

59% 

3.  Administration  estimate  for  Health  Security  Act 

$4,360 

-40% 

-37%        -- 

Sources:  "Health  Security:  The  President's  Report  to  the  American  People,"  page  112  (Administration's  estimates); 
Testimony  before  U.S.  House  Subcommittee  on  Health  and  the  Environment  of  the  Committee  on  Energy  and 
Commerce,  November  22,  1993  (Hewitt  Associates'  estimates);  and  HIAA 
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Table  3 

Sensitivity  Testing  and  Comparison  of  HSA  Premium  Estimates 
(Single  Person  Premium) 


Assumptions 

1.  HIAA  estimate  for  Health  Security  Act 

2.  No  change  in  distribution  of  policies  by  family  status 

3.  Disregard  Medicaid 

4.  Medicaid  at  120%  morbidity 

5.  Medicaid  and  uninsured  at  120%  morbidity  (cost) 

6.  25%  fewer  retirees  (25%  shifted  to  EEs  @  EE  cost) 

7.  Lower  retiree  morbidity  (50%  of  excess  over  EE) 

8.  Lower  retiree/indiv  morbidity  (50%  less  of  excess) 

9.  Lower  retiree/in*div,  higher  Medicaid/unins  (#5  &  #8) 

10.  Aggregate  cost  of  migration  reduced  by  50% 

11.  1%  higher  claims 

12.  5%  higher  claims 

13.  Lower,  7.5%,  savings  from  uncompensated  care 

14.  Lower,  5%,  add-on  for  surcharges  and  assessments 

15.  Lower,  -0.9%,  change  in  retention 

16.  Higher,  1.2%,  change  in  retention 
Source:    HIAA 


Single 

Person 

Premium 

Compared 
to  HIAA 
Estimate 

$2,509 

0% 

$2,535 

1% 

$2,537 

1% 

$2,552 

2% 

$2,632 

5% 

$2,445 

-3% 

$2,378 

-5% 

$2,361 

-6% 

$2,484 

-1% 

$2,358 

-6% 

$2,533 

1% 

$2,630 

5% 

$2,582 

3% 

$2,447 

-2% 

$2,475 

-1% 

$2,541 

1% 
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Table  4 

Changes  in  Assumptions  for  HSA  Premium  That  Result  in  a  1%  Change 

(Single  Person  Premium) 


Assumptions 

1.  HIAA  estimate  for  Health  Security  Act 

2.  No  change  in  distribution  of  policies  by  family  status 

3.  Disregard  Medicaid 

9.   Lower  retiree/indiv,  higher  Medicaid/unins  (#5  &  #8) 
11.    1%  higher  claims 


17.  Medicaid  at  1 11%  morbidity 

18.  Medicaid  and  uninsured  at  104%  morbidity  (cost) 

19.  10%  fewer  retirees  (10%  shifted  to  EEs  @  EE  cost) 

20.  Lower  retiree  morbidity  (10%  lower  excess,  192%) 

21.  Lower  retiree/indiv  morbidity  (8%  lower  excess) 

22.  Aggregate  cost  of  migration  reduced  by  10% 

23.  Savings  from  uncompensated  care  reduced  by  10% 

24.  Additional  1%  add  — on  for  surcharges  and  assessments 

25.  Greater  reduction  in  retention:    0.9%  more 


Single 

Compared 

Person 

to  HIAA 

Premium 

Estimate 

$2,509 

0% 

$2,535 

1% 

$2,537 

1% 

$2,484 

-1% 

$2,533 

1% 

$2,532 

1% 

$2,534 

1% 

$2,483 

-1% 

$2,483 

-1% 

$2,485 

-1% 

$2,479 

-1% 

$2,534 

1% 

$2,541 

1% 

$2,481 

-1% 

Source:  HIAA 
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Table  5 

HIAA  Estimate  of  Premium  for  Health  Security  Act  by  State 


ilU.S  AVERAGE 


100%l 


2.509  I 


5.4191 


«.270l 


GEOGRAPHIC  I 
STATE                                            FACTOR  i                        SINGLE 

COUPLE 

SINGLE  |                              TWO  1 
PARENT  j                     PARENT  1 

ALABAMA                                                   89% 
ALASKA                                                     120% 
ARIZONA                                                    96% 
ARKANSAS                                                 87% 
CALIFORNIA*                                         145% 

$2,233 

3.011 
2.409 
2.183 
3.638 

S4.823 
6.503 
5.202 
4.715 

7.856 

S3.800 
5.124 
4.099 
3.715 
6,192 

$6.477 1 

8.734 1 

6.987 

8.332 

10.5531 

COLORADO                                               89% 
CONNECTICUT                                         98% 
DELAWARE                                                95% 
DISTRCTOFCOL                                  120% 
FLORIDA                                                   106% 

2.233 
2.459 
2.384 
3.011 
2.660 

4.623 
5.311 
5.148 
6.503 
5.744 

3.800 
4.185 
4.057 
5.124 

4.526 

6.4771 
7.1 32  i 
6.9141 
6.7341 
7.71 5i 

GEORGIA                                                  100% 
HAWAII  •                                                  100% 
IDAHO                                                         85% 
ILLINOIS                                                    111% 
INDIANA                                                          84% 

2.509 
2.509 
2.133 
2.785 

2.108 

5.419 
5.419 

4.606 
6.015 
4.552 

4.270 
4.270 
3.630 
4.740 
3.587 

7.278 1 
7.278 1 
6.1861 
8.0791 
6.1141 

;IOWA                                                                82%  i                                2.0571                                4.444 
KANSAS                                                      88%  1                              2.208 1                              4.769 
KENTUCKY                                                84%  j                              2.108                                4.552 
LOUISIANA                                                 99%  1                              2.484                                5.365 
MAINE                                                         85% i                              2.133 1                              4.606 

3.501 
3.758 
3.587 
4.227 
3.630 

5.9681 
6.405! 
8.114 
7.205 1 

6.166i 

MARYLAND                                               100%  I                              2.509  j                              5.419 
MASSACHUSETTS'                              105%                                2.634 1                              5.690 
MICHIGAN                                                105%  i                              2.634 1                              5.690 
MINNESOTA'                                            91%                                2.283 1                              4.931 
MISSISSIPPI                                               86%                                2.158 1                              4.660 

4.270 
4.484 
4.484 
3.886 
3.672 

7.278 
7.642 
7.642 
6.6231 

6.2591 

MISSOURI                                                   86% 
MONTANA                                                  85% 
NEBRASKA                                                 82% 
NEVADA                                                    113% 
NEW  HAMPSHIRE                                    85% 

2.158 
2.133 

2.057 
2.835 
2.133 

4.660 
4.606 

4.444 
6.123 
4606 

3.672 
3.630 
3.501 
4.825 
3.630 

6.2591 

6.1861 

5.9681 
8.2241 
8.186 

NEW  JERSEY                                           103%                                2.584 
NEW  MEXICO                                            90%  I                              £258 
NEW  YORK                                               106%  1                              2.660 
NORTH  CAROLINA                                   82%  |                              2.057 
NORTH  DAKOTA                                       85%  |                              2.133 

5.582 

4,877 
5.744 
4,444 
4,606 

4.398 
3.643 
4.526 
3.501 
3.630 

7.496 1 
6.550 1 

7.715 

5.968! 
6.166! 

OHIO                                                           89%  |                              2.233 1                              4,823 

OKLAHOMA                                               87%  |                              2.183                                4,715 
OREGON*                                                 88%                                2.208                                4.769 
PENNSYLVANIA                                        90%  1                              2.258  1                              4.877 
RHODE  ISLAND                                         95%  1                              2.384  1                              5.148 

3.600 
3.715 
3.758 
3.843 
4.057 

6,477! 
6.332 

6.405 
6,550 1 
6.91 4 1 

SOUTH  CAROLINA                                   82% 
SOUTH  DAKOTA                                       80% 
TENNESSEE                                              89% 
TEXAS                                                        105% 
UTAH                                                           90% 

2.057 
2.007 
2.233 
2.634 
2.258 

4,444 
4.335 
4.823 
5.690 
4.877 

3.501 
3.416 
3.800 
4.484 
3.843 

5.9681 
5.6221 
6.477] 
7.642 

6.550  |j 

VERMONT                                                  80%  I                              2.007 
VIRGINIA                                                     87%  I                              2.183 
WASHINGTON                                           87%  I                              2.183 
WEST  VIRGINIA                                         86%  I                              2.158 
WISCONSIN*                                            85%  |                              2.133 

4.335 
4.715 
4.715 
4.660 
4.606 

3.416 
3.715 
3.715 
3.672 

3,630 

5.622 1| 

8.332 

8.332 

8.259 

8.186 

WYOMING                                                  85%  I                              2.133 1                              4,606 1                              3,630 

6.186  II 

7.278  II 


These  premiums  are  for  the  high  cost-sharing  plan  only.  They  may  not  be  appropriate  for 
comparisons  in  states  with  a  high  HMO  penetration  (market  share).  Actuarial  judgment 
should  be  exercised  when  using  these  estimates  in  states  with  large  HMO  penetration. 


Source:  HIAA 
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DETERMINING  THE  BASE  CLAIMS  COST 

1.   Base  claims  cost.   I  developed  the  base  claims  cost  for  a 
single  person  from  estimates  from  four  commercial  health 
insurance  companies  and  one  estimate  I  derived  from  the 
Tillinghast  Group  Rating  Manual.   The  estimates  were  all  based  on 
the  standard  benefit  package  described  in  the  9/7/93  working- 
group  draft  (adjustments  are  made  later  for  subsequent  changes  in 
the  benefit  plan)  and  the  following  assumptions: 

•  Precertif ication  and  concurrent  review 

•  12-month  policy  period  beginning  January  1,  1994 

•  No  industry  adjustment 

•  No  COBRA,  COB,  or  AIDS  adjustments 

•  No  geography  (area)  adjustment  (i.e.,  claims  costs  are 
nationally  representative) 

•  Standard  room  and  board  charges  (semi-private) 

•  Census  distribution  similar  to  nonelderly  U.S.  population 

•  Guaranteed  issue  and  mandated  coverage 

•  Four-tier  rating:   single,  couple,  single-parent  family  and 
two-parent  family 

•  Preexisting  conditions  covered 

•  No  lifetime  maximum 

I  averaged  the  estimates  from  the  four  commercial  carriers  and  my 
estimate  from  the  Tillinghast  Group  Rating  Manual  together  to 
determine  the  average  base  claims  cost  for  a  single  person  under 
the  proposed  Health  Security  Act  for  each  of  the  three  standard 
benefit  cost-sharing  plans  under  the  Act. 

According  to  the  Administration,  the  premium  estimates  presented 
with  the  proposed  Health  Security  Act  represent  premiums  related 
to  the  Act's  high  cost-sharing  plan  only.   Therefore,  only  the 
premium  estimates  related  to  the  high  cost-sharing  plan  are 
presented  in  this  memorandum. 

Using  data  from  the  March  1992  Current  Population  Survey  (CPS) 
regarding  the  distribution  and  average  size  of  families  currently 
insured  (prepared  for  HIAA  by  Jack  Rodgers  of  Price  Waterhouse) , 
and  relative  claims  cost  factors  from  the  Tillinghast  Group 
Rating  Manual,  I  developed  base  claims  costs  for  couples,  single- 
parent  families,  and  two-parent  families  using  the  expected 
claims  cost  for  single  persons. 

The  CPS  average  family  size  for  all  policies  combined  was  2.2 
persons  per  policy.   The  average  family  size  for  a  two-parent 
family  was  4.0  persons.   The  average  family  size  for  a  single- 
parent  family  was  2.8  persons. 

The  relative  claims  cost  factors  developed  from  the  Tillinghast 
Group  Rating  Manual  were: 

(1)  1.00  for  an  insured; 

(2)  1.16  for  a  spouse;  and 

(3)  .39  for  a  child. 

The  rating  factors  (weights  representing  the  ratio  of  the  premium 
for  a  specific  family  status  to  the  premium  for  a  single  person) 
derived  from  the  combination  of  these  average  family  size  and 
relative  claims  cost  factors  were:   2.16  for  couples,  1.70  for 
single  parents,  and  2.94  for  two-parent  families.   The  composite 
rating  factor  across  all  family  status  rating  classes  was  1.8. 

The  base  claims  costs  developed  using  the  above  methodology  and 
assumptions  were: 
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Base 

Claims 

Family  Status 

Cost* 

Single  person 

$1,927 

Single-parent 

fami 

iy 

3,280 

Couple 

4,  162 

Two-parent  family 

5,665 

(*  See  Appendix  B,  page  1.) 

2.  Adjustment  in  average  claims  cost  for  change  in  distribution 
of  policies  as  a  result  of  expanding  to  universal  coverage.   This 
factor  corrects  for  the  change  in  the  average  per  capita  claims 
cost  that  is  a  direct  result  of  calculating  a  new  weighted 
average  claims  cost  when  the  mix  of  families  is  changed.   (See 
Appendix  B,  page  2.) 

After  reforms,  some  individuals  who  are  currently  insured  as 
single  persons  would  become  insured  as  part  of  a  family  under 
universal  coverage,  e.g.,  children  and  spouses  that  are  not 
covered  under  an  employee's  policy  would  now  be  required  to  be 
covered.   All  family  members  would  be  on  the  same  plan. 

Uninsured  single  individuals  and  single-parent  families  would  now 
be  covered.   These  expansions  of  coverage  and  changes  in  family 
status  are  expected  to  alter  the  mix  of  policies  by  family 
status,  but  the  average  per  capita  claims  cost  should  not  change. 

Not  making  this  adjustment  would  artificially  increase  the 
estimated  per  capita  claims  cost  and  overstate  premiums  by  about 
1  percent  of  premium  (Table  3,  #2). 

ADJUSTMENTS  TO  CLAIMS 

3.  Adjustment  to  claims  costs  for  migration  (as  when  early 
retirees,  the  unemployed,  individually  insured,  Medicaid 
recipients,  and  the  uninsured  join  the  Regional  Health  Alliance 
and  are  pooled  with  the  current  employer-sponsored  pool  after 
reform) .   The  proposed  Health  Security  Act  calls  for 
establishment  of  Regional  Health  Alliances  that  would  add  at 
least  four  classes  of  insureds  to  the  current  employer-sponsored 
pool  of  insureds: 

(1)  Early  retirees  and  unemployed  persons  currently  covered 
under  their  prior  employer's  health  plan, 

(2)  Persons  covered  under  individual  health  insurance, 

(3)  Medicaid  recipients^,  and 

(4)  The  uninsured. 

Using  a  distribution  of  the  population  by  insured  status  from  the 
March  1992  CPS  and  relative  morbidity  statistics  (ratio  of  health 
care  cost  and  utilization  for  each  insured  class  to  the  cost  and 
utilization  of  the  active  employee  class) ,  I  determined  a  weight- 
ed average  of  the  morbidity  in  the  pool  after  the  four  classes 
were  added  to  the  active  employee  pool.   (Appendix  B,  page  3.) 

I  split  the  employer-sponsored  pool  into  two  groups:   the  active 
employee  pool  and  the  retiree/unemployed  pool.   I  did  this  for 
two  reasons.   First,  the  morbidity  of  the  two  classes  is 
significantly  different.   HIAA  research  shows  that  health  care 
expenditures  are  very  similar  for  active  employees  and  their 
dependents  across  all  employer  sizes.   This  is  especially  true 
after  risk  adjusting  for  health  status  of  insureds  by  size  of 
employer.   However,   health  care  expenditures  of  retirees  and 
unemployed  persons,  and  their  dependents,  who  are  still  covered 
under  a  prior  employer's  health  plan  are  very  different  from 
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those  "of  active  employees  and  their  dependents.   Second,  early 
retirees  and  unemployed  persons  are  usually  covered  by  large 
employers,  not  small  employers.   Most  employees  who  are  being 
pooled  in  the  regional  alliance  work  for  employers  with  fewer 
than  100  employees,  i.e.,  small  employers.   So  the  majority  of 
the  pool  we  are  going  to  be  expanding  will  be  a  pool  of  active 
employees  and  dependents  from  small  employers.   Their  cost 
(morbidity)  is  indicated  best  by  the  cost  and  utilization  of  an 
active  employee  pool.   This  is  also  the  reason  why  the  active 
employee  pool  is  set  as  the  standard  with  a  relative  morbidity  of 
1.00  or  100  percent. 

I  derived  relative  morbidities  for  the  early  retirees  and  persons 
with  individual  insurance  from  the  relative  morbidity  of  these 
populations  in  the  1987  NMES.   Compared  with  the  active  employee 
population,  the  morbidities  for  these  classes  of  insureds  were 
202  percent  and  122  percent  of  the  active  employee  pool, 
respectively. 

The  relative  morbidity  for  Medicaid  was  assumed  to  be  100 
percent,  meaning  that  its  cost  is  the  same  as  that  of  active 
employees.   This  was  one  of  the  most  difficult  assumptions  I  had 
to  make.   In  work  done  in  conjunction  with  Price  Waterhouse,  I 
established  that  demographically,  and  on  a  risk-adjusted  basis 
using  a  crude  medical  conditions  risk  adjuster,  the  Medicaid 
population  should  have  a  relative  morbidity  that  is  less  than  the 
active  employee  population.   Countering  my  finding  is  Health  Care 
Financing  Administration  (HCFA)  and  Medicaid  data  that  indicate 
Medicaid  enrollees — especially  the  cash  recipients,  who  are  the 
majority  of  Medicaid  recipients — have  an  average  claims  cost  that 
is  significantly  higher  than  active  employees'  claims  cost. 
However,  looking  at  current  Medicaid  experience  to  discern  the 
future  morbidity  of  Medicaid  recipients  can  be  misleading. 

First,  in  this  analysis  I  am  assuming  a  mature  market  after 
reforms  have  been  implemented.   Just  as  I  am  assuming  that  all 
migrations  and  enrollment  shifts  have  taken  place  to  reach 
universal  coverage — an  event  that  will  likely  take  several  years 
— I  had  to  look  at  the  Medicaid  costs  in  a  mature  market,  after 
any  initial  high  utilization  periods  might  have  passed. 

Second,  current  Medicaid  coverage  does  not  include  cost  sharing. 
While  many  recipients  would  still  have  subsidies  that  cover  much 
if  not  all  of  their  cost-sharing  obligations,  some  will  not,  and 
this  will  reduce  utilization  for  recipients  who  would  now  have  to 
make  copayments. 

Third,  current  Medicaid  benefits  are  significantly  different  from 
the  standard  benefit  package  being  proposed,  especially  regarding 
long-term  care.   This  reduction  in  benefits  will  reduce  costs. 

Fourth,  providers  (for  the  most  part)  would  be  reimbursed  for 
Medicaid  patients  at  the  same  rate  as  they  would  be  for  non- 
Medicaid  patients.   (Although  there  would  be  some  cost-sharing 
reductions  that  health  plans  may  be  required  to  "forgive.") 

For  all  these  reasons,  I  believe  that  the  relative  morbidity  of 
the  Medicaid  population  should  not  be  any  more  than  the  average 
morbidity  of  the  active  employee  population.   Since  this  is  a 
very  uncertain  assumption,  however,  I  sensitivity  tested  for 
higher  levels  of  morbidity. 
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For  sensitivity  testing,  I  developed  a  premium  using  a  Medicaid 
morbidity  rate  of  120  percent,  or  20  percent  worse  than  the 
morbidity  of  the  active  employee  population.   The  resulting 
premium  was  2  percent  higher  than  the  best  estimate,  which  used 
Medicaid  morbidity  of  100  percent  (Table  3,  #4).   I  also 
determined  what  the  premium  would  be  if  there  were  no  Medicaid 
recipients — as  a  sensitivity  test.   The  resulting  premium 
increased  1  percent  over  the  best  estimate  (Table  3,  #3). 

For  some  of  the  same  reasons,  I  assumed  the  relative  morbidity  of 
the  uninsured  was  100  percent  of  active  employees'  morbidity. 
This  is  clearly  a  much  more  conservative  assumption  for  the 
uninsured  than  for  the  Medicaid  population. 

First,  the  RAND  Health  Insurapce  Experiment  demonstrated  that 
even  three  years  after  previously  uninsured  groups  are  insured 
(except  for  a  short  increase  in  mental  health  utilization  in  the 
first  year) ,  the  previously  uninsured  were  still  utilizing 
services  at  a  lower  rate  than  the  average  insured  population. 

Second,  although  there  is  a  greater  percentage  of  high  risk 
individuals  among  the  uninsured  than  the  insured  population,  the 
remainder  of  the  uninsured  are  very  low  risks — over  a  quarter  are 
children — offsetting  the  increased  cost  from  the  high-risk 
uninsured. 

The  United  States  Agency  for  Health  Care  Policy  and  Research 
(AHCPR)  conducted  a  study  of  uninsured  individuals  who  had  either 
been  denied  insurance  or  had  their  coverage  limited  (such  as 
through  a  waiver  or  preexisting  condition  exclusion)  and  found 
that  only  a  little  more  than  one-third  of  the  uninsured  had  ever 
tried  to  get  private  coverage,  and  only  about  2.5  percent  had 
ever  been  denied  coverage  or  had  their  coverage  limited. 

Research  conducted  by  HIAA  has  shown  that,  on  a  risk-adjusted 
basis,  the  average  risk  of  the  uninsured  is  slightly  less  than 
that  of  the  active  employee  pool.2  Still,  to  be  conservative,  I 
tested  sensitivity  of  the  premium  estimates  to  this  assumption  at 
the  120  percent  morbidity  level  by  developing  a  premium  assuming 
both  the  uninsured  and  Medicaid  populations  had  morbidity  of  120 
percent.  The  resulting  premium  was  5  percent  higher  than  the  best 
estimate  (Table  3,  #5). 

Coincidentally,  the  Hewitt  Associates'  model  uses  a  morbidity 
level  of  12  0  percent  of  an  insured  large  employer  population 
(which  includes  some  retirees)  both  for  Medicaid  recipients  and 
for  the  uninsured.   The  Administration  also  uses  levels  of 
morbidity  for  these  populations  higher  than  100  percent. 

To  test  the  sensitivity  of  the  premium  estimates  to  other 
migration  assumptions,  some  additional  estimates  were  made  with 
varying  assumptions: 

•   If  the  number  of  retirees/unemployed  were  25  percent  lower 
(the  25  percent  is  shifted  to  the  active  employee  pool) ,  the 
resulting  premium  would  be  3  percent  lower  than  the  best 
estimate  (see  Table  3,  #6). 


2   Methodology  for  study  is  described  in  a  September  3,  1993,  memo  from 
Tony  Hammond  to  various  researchers/actuaries  on  Relative  Risk  of  Population 
by   Insured  Status. 
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•  If  the  excess  retiree  morbidity  (the  amount  by  which  the 
morbidity  exceeds  100  percent)  were  reduced  by  50  percent 
from  202  percent  to  151  percent,  the  resulting  premium  would 
be  5  percent  less  than  the  best  estimate  (Table  3,  #7). 

•  If  the  excess  morbidity  for  both  retirees  and  the 
individually  insured  were  reduced  by  50  percent,  the 
resulting  premium  would  be  6  percent  less  than  the  best 
estimate  (Table  3,  #8). 

•  If  the  excess  morbidity  for  both  retirees  and  the 
individually  insured  were  reduced  by  50  percent,  and  the 
uninsured  and  Medicaid  populations  had  morbidity  of  120 
percent,  the  resulting  premium  would  be  1  percent  lower  than 
the  best  estimate  (Table  3,  #9). 

4.  Reduction  in  cost  shifting.   This  assumption  is  to  reflect 
the  reduction  in  costs  that  will  occur  when  universal  coverage  is 
implemented  and  providers  no  longer  have  to  overcharge  their 
paying  patients  to  cover  the  costs  of  underpaying  or  nonpaying 
patients.   In  effect  it  is  a  reduction  in  cost  shifting,  or,  more 
accurately,  it  is  a  savings  resulting  from  a  reduction  in 
uncompensated  care  costs  for  providers  that  gets  passed  along  to 
insurers  through  lower  health  care  costs. 

•  If  the  aggregate  cost  of  migration  were  reduced  by  50 
percent,  the  resulting  premium  would  be  6  percent  lower  than 
the  best  estimate  (Table  3,  #10). 

Unfortunately,  however,  all  cost  shifting  or  uncompensated  care — 
about  15  percent  of  claims  cost — does  not  disappear.   Medicare 
discounting,  underpayment  of  premiums  for  Medicaid  recipients, 
uncompensated  care  related  to  undocumented  workers,  and  bad  debt 
will  still  occur.   The  cost  shifting  will  just  be  greatly 
reduced — except  for  Medicare  cost  shifting.   The  cost  shift  to 
private  payers  from  Medicare  is  likely  to  continue.   It  is  also 
guestionable  whether  every  dollar  of  reduction  in  cost  shifting 
translates  into  a  dollar  of  savings  in  premiums.   Prior  experi- 
ence indicates  that  it  is  far  more  likely  that  only  about  half  of 
these  "savings"  would  materialize — 7.5  percent  of  claims  costs. 

The  Administration  assumes  a  10.5  percent  "savings"  from  a 
reduction  in  uncompensated  care.  For  conservatism,  the  assumption 
I  used  in  the  best  estimate  was  the  Administration's  figure  of 
10.5  percent.   For  sensitivity  testing,  I  used  an  assumption  of 
7.5  percent.   The  resulting  premium  was  3  percent  higher. 

5.  Additional  benefits  in  HSA.   This  adjustment  reflects  the 
increase  in  claims  cost  necessary  to  cover  the  expanded  benefits 
included  in  the  proposed  Health  Security  Act  that  were  not 
included  in  the  Administration's  9/7/93  working-group  draft.   For 
example,  preventive  benefits  were  expanded  to  include  periodic 
clinician  visits  for  adults  without  cost-sharing.   In  discussions 
with  the  company  actuaries  who  submitted  cost  estimates  for  my 
analysis  and  other  actuaries,  we  decided  that  the  new  benefits 
added  about  2  to  4  percent  of  additional  claims  cost. 

The  impact  on  premiums  of  having  claims  costs  that  are  1  or  5 
percent  higher  was  tested.  As  expected,  premiums  were  1  or  5 
percent  higher  than  the  base,  respectively  (Table  3,  #11  &  #12). 

ADJUSTMENTS  TO  NET  PREMIUM  (LOADING) 

6.  Surcharges  and  assessments.   This  adjustment  to  the  premiums 
reflects  direct  additions  to  premiums,  calculated  as  a  percent  of 
claims.   This  adjustment  includes  but  is  not  limited  to 
surcharges  and  assessments  for: 
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•  Guarantee  fund  assessments 

•  Surcharge  for  academic  health  centers 

•  Surcharge  for  graduate  medical  education 

•  Assessments  for  regional  alliance's  bad  debt 

This  adjustment  also  includes  additional  margins  needed  as  a 
direct  result  of  the  proposed  Health  Security  Act.   These  margins 
include  but  are  not  limited  to  margins  for: 

•  Contingency  reserve  for  costs  of  Workers  Comp  and  Auto 

•  Contingency  reserve  for  underestimation  of  new  expenses 

•  Uncertainty  in  pricing  for  universal  coverage 

•  Uncertainty  in  pricing  for  expanded  benefits 

•  Uncertainty  in  enrollment  projections 

•  Medicaid  underpayments 

•  Regional  Health  Alliance  underpayments 

•  Uncertainty  of  risk  adjustment  mechanism 

•  Litigation  costs  resulting  from  reform 

These  adjustments  could  add  2  to  4  percent  for  the  surcharges  and 
assessments  and  another  3  to  5  percent,  at  least,  for  the 
additional  margins.   Taking  the  midpoint  of  both  of  these  ranges, 
the  best  estimate  assumption  I  used  was  7  percent. 

This  assumption  was  sensitivity  tested  by  using  a  5  percent 
assumption,  resulting  in  a  premium  that  was  2  percent  lower  than 
the  best  estimate  premium  (Table  3,  #14). 

I  included  under  changes  in  the  expense  ratio  (in  section  8 
below)  the  addition  to  premiums  for  an  alliance's  administrative 
costs  and  the  additional  expenses  related  to  reporting  and 
compliance  requirements. 

7.   Current  expense  ratio.   This  factor  reflects  the  current 
combined  operating  expense  ratio  for  group  and  individual 
business  of  13.2  percent  of  premium. 

This  level  of  expense  is  distributed  by  type  of  expense  as 
follows  (from  a  preliminary  HIAA  study) : 


Claims  administration, 

11.1% 

Plan  administration, 

and  Sales 

Risk/profit 

1.5% 

State  tax 

1.8% 

Federal  tax 

0.8% 

Net  inv.  inc. 

-2.0% 

Total 

13.2% 

It  is  also  distributed  by  size  of  employer  (number  of  employees] 
as  follows  (from  a  preliminary  HIAA  study) : 

Expense     Pop 
Group — 95.2%  of  market 
Less  than  25  EEs 
25  to  99  EEs 
100  to  499  EEs 
500  to  2499 
2500+ 
Individual — 4.8%  of  market 
Individually  insured 


25% 

15% 

18% 

10% 

14% 

20% 

8% 

30% 

6% 

25% 

32.6% 


100% 


Composite 


13.2% 


100% 
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These  estimates  are  national  averages;  the  expense  ratios  of 
actual  insurers  and  employers  would  depend  on  their  specific 
circumstances . 

8.   Changes  in  Expense  Ratio.   This  adjustment  reflects 
administrative  cost  savings  to  insurers  from  using  purchasing 
alliances  and  electronic  claims  submissions.   It  also  reflects 
increases  in  administrative  costs  for  purchasing  alliance 
administration,  new  data  reporting  and  compliance  requirements, 
expanding  coverage,  and  converting  coverage  for  all  self -insured 
employers  with  fewer  than  5000  employees  to  fully  insured,  fully 
reserved  policies. 

The  distributions  above  reflect  the  expense  ratio  for  a  mix  of 
business  that  includes  self-insured  business  as  well  as  fully 
insured  business,  and  expenses  for  all  sizes  of  employers  (ERs) , 
including  those  with  more  than  5000  employees. 

The  first  step  is  to  adjust  the  distribution  of  expenses  by  size 
of  employer  to  exclude  employers  with  over  5000  employees.   This 
adjustment  needs  to  be  done  for  the  distribution  above  (which 
includes  self-insured  business)  and  for  a  distribution  of 
expenses  on  a  fully  insured  basis  (because  the  adjusted  expense 
ratio  will  fall  somewhere  between  these  two  levels) . 

%  of  Employees    Conditional 
Employer  size  All  ERs    <5000    Distribution 

Less  than  25  EEs 

2  5  to  99  EEs 

100  to  499  EEs 

500  to  2499 

2500  to  4999 

5000+ 

Individually  Insured 

Composite 

The  first  numerical  column  in  the  table  above  is  the  distribution 
for  all  employers.   The  second  column  is  the  distribution  without 
employers  with  more  than  5000  employees.   The  last  column  is  the 
conditional  distribution  of  employers  with  less  than  5000 
employees  and  individual  insureds.   This  distribution  can  then  be 
used  to  weight  the  distribution  of  administrative  cost  by  size  of 
employer  using  current  expense  ratios  and  expense  ratios  for 
fully  insured  business  only. 

Expense  Ratio       Conditional 
Employer  size      Current    Fully-Insd    Distribution 

Less  than  25  EEs      25%  25%  17% 

25  to  99  EEs          18%  18%  11% 

100  to  499  EEs        14%  16%  22% 

500  to  2499            8%  13%  33% 

2500  to  4999           6%  10%  11% 

Individually  Ins'd  32.6%  32.6%  6% 

Composite  14.6%        17.1%  100% 

This  implies  that  eliminating  employers  with  more  than  5000 
employees  and  eliminating  self— insurance  for  the  remaining 
employers  would  result  in  administrative  costs  between  14.6 
percent  and  17.1  percent. 


14.3% 

14.3% 

16.7% 

9.5% 

9.5% 

11.1% 

19.0% 

19.0% 

22.2% 

28.6% 

28.6% 

33.3% 

9.5% 

9.5% 

11.1% 

14.3% 

4.8% 

4.8% 

5.6% 

100.0% 

85.7% 

100.0% 

Before 

Claims  administration, 

11.1% 

plan  administration, 

and  sales 

Risk/profit 

1.5% 

State  tax 

1.8% 

Federal  tax 

0.8% 

Net  investment  income 

-2.0% 
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The  next  adjustment  reflects  the  administrative  savings  gained  by 
using  electronic  claims  submission  and  regional  alliances. 

Best 
After      Estimate 

3.5%  3.5% 

2.5%  2.5% 

.5%  .5% 

0  to  1.5%  1.5% 

1.8%  1.8% 

0  to  .8%  .8% 

-2.0%  -2.0% 

Subtotal  13.2%    6.8%  to  9.1%     8.6% 

Plus  1%  for  compliance  with  new  reporting        1.0% 
requirements  and  regulations. 

Plus  .5%  to  2.5%  for  administrative  costs        1.5% 
for  the  operation  of  the  regional  alliance. 

GRAND  TOTAL  11.1% 


This  level  of  expense  may  seem  higher  than  expected  because  of 
the  additional  2.5  percent  of  expenses  added  for  compliance  and 
alliance  administrative  costs,  and  because  the  administrative 
cost  of  fully  insuring  and  fully  reserving  groups  is  higher  than 
the  current  administrative  cost  for  large  groups. 

The  next  adjustment  combines  the  change  in  the  administrative 
cost  by  type  of  expense  with  the  change  in  the  administrative 
cost  by  size  of  employer.   Since  the  reduction  in  the 
administrative  cost  by  type  of  expense  reduces  the  composite 
expense  ratio  by  16  percent,  from  13.2  percent  to  11.1  percent 
(i.e.,  11.1/13.2  =  .84),  the  same  reduction  can  be  applied  to  the 
composite  costs  by  size  of  employer.   Applying  this  adjustment 
reduces  the  range  for  the  composite  expense  ratio  to  a  range  from 
12.3  percent  (.84  x  .146  =  .123)  to  14.4  percent  (.84  x  .171  = 
.144).   The  midpoint  of  this  range  is  13.4  percent  and  is  the 
assumption  I  used  to  determine  the  best  estimate. 

This  level  of  administrative  cost  is  slightly  higher  than  the 
current  level  of  13.2  percent  of  premium.   Sensitivity  tests  were 
done  at  the  low  estimate  of  12..  3  percent  of  premium  (-0.9  percent 
change  in  expense  ratio)  and  at  the  high  estimate  of  14.4  percent 
of  premium  (1.2  percent  change  in  expense  ratio)  (Table  3,  #15 
and  #16) . 

RESULTS  OF  SENSITIVITY  TESTING 

While  much  of  the  results  of  sensitivity  testing  are  discussed  in 
the  numbered  sections  above,  this  section  summarizes  the  results. 

The  assumptions  that  are  the  most  likely  to  be  different  from 
what  I  assumed  and  to  which  my  premium  estimates  are  the  most 
sensitive  are: 

•  The  base  claims  cost.   A  1  percent  change  in  premium  will 
result  from  a  1  percent  change  in  the  base  claims  cost. 

•  The  level  of  surcharges  or  assessments.   A  1  percent  change 
in  premium  will  result  from  a  1  percent  change  in  the  level 
of  surcharges  or  assessments.   This  would  also  be  true  for 
any  premium  taxes  or  operating  costs  that  are  explicitly 
defined  as  a  percentage  of  gross  premium. 
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•  Savings  from  uncompensated  care.   A  1  percent  change  in 
premium  will  result  from  about  a  2.5  percent  change  in  the 
expected  savings  from  uncompensated  care. 

•  Morbidity  level  of  the  uninsured  and  Medicaid  recipients 
combined.   A  1  percent  change  in  premium  will  result  from 
about  a  4  percent  change  in  the  morbidity  level  of  the 
uninsured  and  Medicaid  recipients  combined. 

•  Aggregate  cost  of  migration.  A  1  percent  change  in  premium 
will  result  from  about  an  8  percent  change  in  the  aggregate 
cost  of  migration. 

•  Number  or  morbidity  of  retirees.   A  1  percent  change  in 
premium  will  result  from  a  10  percent  change  in  the  number 
or  morbidity  of  retirees. 

•  Morbidity  of  Medicaid  recipients.   A  1  percent  change  in 
premium  will  result  from  a  10  percent  change  in  the 
morbidity  level  of  Medicaid  recipients. 

One  of  the  assumptions  to  which  premiums  are  not  very  sensitive 
is  the  change  in  distribution  of  policies  by  family  status.   Even 
if  I  did  not  make  this  adjustment,  premiums  would  only  change  by 
1  percent. 

PROVISIONS  AND  REFORMS  NOT  QUANTIFIED 

The  number  and  complexity  of  health  care  reform  proposals  has 
greatly  outstripped  the  available  data,  and  the  proposed  Health 
Security  Act  (H.R.  3600;  S.  1757)  is  no  exception.   Consequently, 
it  was  impossible  to  quantify  certain  provisions  in  the  proposed 
Health  Security  Act.   In  some  cases  more  research  needs  to  be 
done  and  could  be  done  if  the  necessary  data  were  obtained.   In 
other  cases,  the  data  are  not  available  to  credibly  estimate  the 
impact  of  certain  reforms  on  the  market. 

Some  of  the  provisions  that  would  have  a  significant  impact  on 
premiums  but  are  not  specifically  quantified  in  the  preceding 
analysis  are: 

•  Medicare  enrollees  joining  Regional  Health  Alliances 
(especially  those  who  are  employed) ; 

•  Employers  with  more  than  5000  employees  joining  Regional 
Health  Alliances; 

•  Insurance  reforms  other  than  guaranteed  issue  and  renewal, 
community  rating,  risk  adjustment,  and  mandated/universal 
coverage; 
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•  The  impact  of  COBRA  eligibles;3 

•  Multiple-earner  families;4 

•  Efficacy  of  the  universal  coverage  requirement;5 

•  Additional  cost  for  point-of-service;  and 

•  Induced  retirement.6 

All    of    these   provisions   would   tend   to    increase   rates. 

No   specific   attempt   was   made   to  measure   the   proposed  Act's   effect 
on   the   solvency   of   employers   and    insurers. 

The    impact   of   state    laws   and   regulations   already   promulgated 
could   not    be    included   in   this   study. 

The    scope   of   this   study  was    limited   to   an   analysis   of   the    1994 
premiums    released   with   the   proposed   Health   Security  Act.      Some 
covariant   effects   could   not   be   analyzed  with   the   data   available, 
for   example,    how  geographic   factors   might   change   in   the   absence 
of   other   risk   classification   factors. 


We   can   expect    individuals    leaving   corporate   alliances  with   COBRA 
premiums   higher   than  the   rates    in  a  regional   alliance   to   purchase   coverage 
through   the   regional   alliance,    while  those    for  whom  rates   under   COBRA  are 
lower  will   not   do   so.      This   creates   an   antiselection   issue   that    is   not 
addressed   by   the  proposed  Health   Security  Act. 

4  When   one  worker   is   eligible   for   coverage   through   a   corporate   alliance 
and   another    family  member   is   eligible   for   coverage   through   a   regional 

alliance . 

5  Even  in  Hawai'i  universal  coverage  is  not  universal.   Trying  to  get 
the  last  1  percent  enrolled  can  be  very  expensive. 

6  Individuals  deciding  to  take  early  retirement  now  that  the  Health 
Security  Act  guarantees  them  health  coverage  paid  for  by  the  government  and 
their  employer. 


81-835  0-94-5 
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COMMENTS  FROM  REVIEWERS 

An  initial  draft  of  this  memorandum  was  distributed  to  about  two 
dozen  interested  actuaries  and  researchers  for  peer  review.7   I 
received  responses  from  about  half  of  them.   Their  comments  and 
concerns  are  discussed  below. 

The  previous  section  on  provisions  not  quantified,  which  was  not 
included  in  the  initial  draft,  was  added  to  respond  to  comments  I 
received  questioning  whether  certain  issues  were  included  in  my 
analysis. 

One  reviewer  asked  why  changes  in  the  mental  health  and  substance 
abuse  benefits  didn't  reduce  premiums  between  the  September  7th 
working  group  draft  and  the  proposed  Health  Security  Act  released 

in  October. 

Some  differences  between  the  benefits  outlined  in  the  9/7/93 
draft  and  the  proposed  Health  Security  Act  reduced  premiums, 
while  others  increased  premiums.   Estimates  using  actual 
rate  manuals  showed  some,  but  little,  change  between  the 
cost  of  benefits  outlined  in  the  September  7th  draft  and  the 
cost  of  benefits  under  the  proposed  Health  Security  Act, 
released  in  October.   In  discussions  with  company  actuaries, 
the  different  benefits  described  in  the  Health  Security  Act 
added  about  2  to  4  percent  to  the  claims  cost — and  to  the 
premiums. 

One  reviewer  questioned  why  one  estimate  of  the  base  claims  cost 
was  so  much  lower  than  the  other  four  estimates. 

Obtaining  a  good  estimate  for  base  claims  cost  was  one  of  my 
primary  concerns  from  the  very  beginning.   Experience  of  a 
single  carrier  is  not  necessarily  credible.   In  order  to 
address  this  problem,  estimates  were  sought  from  a  dozen 
companies  of  which  only  four  responded.   The  four  companies 
that  responded  have  a  diverse  mix  of  business.   However,  as 
a  reasonability  check  because  of  the  small  sample  size,  I 
prepared  a  separate  estimate  of  expected  claims  cost  from 
the  Tillinghast  Group  Rating  Manual  and  adjusted  this 
estimate  to  match  current  national  per  capita  claims  cost 
trended  forward  to  1994.   The  estimate  I  produced  in  this 
manner  was  very  close  to  three  of  the  four  estimates  I 
received,  giving  me  greater  confidence  in  the  higher 
estimates.   As  a  last  step,  all  five  estimates  of  base 
claims  cost  were  averaged  together  and  the  implied  per 
capita  claims  cost  was  checked  against  nationally 
representative  data  for  reasonability. 


7   I  am  indebted  to  the  following  people  for  reviewing  thie  memorandum 
and/or  providing  me  with  their  comments: 

Karen  Bender,  Employers  Health 

Howard  Bolnick,  Celtic  Life 

Cecil  Bykerk,  Mutual  of  Omaha 

Sanford  Herman,  The  Guardian 

Leonard  Koloms,  Benefit  Trust 

Bill  Lane,  Mutual  of  Omaha 

Jeff  McDaniel,  Nationwide 

Mike  O' Grady,  Congressional  Research  Service 

Jack  Rodgers,  Price  Waterhouse 

Maleta  Simek,  Celtic  Life 

Chuck  Smith,  The  Principal 

Bill  Weller,  Health  Insurance  Association  of  America 

Dale  Yamamoto,  Hewitt  Associates 
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One  reviewer  questioned  why  I  used  a  child  claim  cost  factor  that 
was  so  low.  He  believed  a  factor  of  around  60  percent  of  primary 
insured  claims  cost  would  be  more  appropriate. 

This  is  a  fair  comment.   The  range  of  estimates  I  found  for 
the  child  claim  cost  factor  was  from  39  percent  to  about  60 
percent  of  the  primary  insured  claims  cost.   Hewitt 
Associates  used  50  percent  for  its  estimates. 

When  I  sensitivity  tested  this  assumption,  there  was  some, 
but  not  a  large  difference  in  the  premium  estimates 
generated  by  using  either  39  percent  or  60  percent.   Since 
the  Administration's  estimate  of  the  family  premium  was 
considerably  lower  than  my  estimate  and  since  there  was  not 
a  lot  of  change  in  the  final  premiums  in  spite  of  which 
factor  I  used,  I  decided  to  use  the  smaller  factor  to  be 
more  conservative  (i.e.,  to  not  accentuate  the  differences 
between  our  two  estimates  without  good  cause) . 

The  same  reviewer  questioned  my  assertion  that  Medicaid  cost 
shifting  would  continue  after  the  Health  Security  Act  was 
enacted. 

This  is  not  a  material  assumption  (no  numerical  factors  are 
based  on  this  assertion,  so  it  would  not  change  my  estimate 
of  the  premium  one  way  or  the  other) .   However,  the  proposed 
Health  Security  Act  does  establish  premium  discounts  for 
Medicaid  patients  and  requires  health  plans  to  "forgive" 
some  cost  sharing  obligations  of  Medicaid  cash  recipients. 
When  this  occurs,  costs  can  be  expected  to  be  shifted  to 
other  patients/insureds. 

One  reviewer  pointed  out  that  state-by-state  estimates  that  were 
prepared  using  premium  estimates  for  the  high  cost  sharing  plan, 
population  figures,  and  area  rating  factors  from  the  Tillinghast 
Group  Rating  Manual  would  not  be  appropriate  for  states  with 
large  populations  and  large  HMO/managed  care  enrollment.   In  his 
opinion,  the  premium  estimates  I  developed  by  state,  which  are 
listed  in  Table  5,  would  not  be  appropriate  for  states  with 
greater  than  25%  HMO/managed  care  penetration,  e.g.,  California. 

I  believe  this  is  a  legitimate  concern  for  states  with  a 
large  HMO  penetration  (market  share) ,  but  not  necessarily 
states  that  have  a  large*  HMO  population  that  is  not  a  large 
percentage  of  the  state  population.   The  risk  adjustment 
mechanism  and  lower  cost-sharing  for  managed  care  plans  will 
ameliorate  some  of  this  problem.   However,  these  provisions 
will  not  adjust  for  all  of  the  difference  because  only  part 
of  the  difference  is  due  to  risk  and  cost  sharing.   Some  of 
the  difference  is  because  the  area  rating  factors  are  based 
on  indemnity  plans  alone.   Unfortunately,  area  rating 
factors  by  state  that  would  be  appropriate  for  all  states, 
with  their  different  levels  of  managed  care,  are  not 
available.   In  spite  of  this  limitation,  the  premium 
estimates  by  state  are  useful  for  comparing  most  states  and 
may  be  useful  for  making  comparisons  to  state-specific 
premium  estimates  for  the  Health  Security  Act  for  high  cost- 
sharing  plans.   A  note  was  added  to  Table  5  identifying  this 
concern. 

The  same  reviewer  also  felt  that  reductions  in  claims  cost 
resulting  from  provider  negotiations  should  be  reflected  in  the 
claims  cost  estimates  or  adjustments  to  claims  costs. 
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While  I  would  like  to  be  able  to  score  competitive  market 
adjustments  such  as  this,  there  is  insufficient  evidence  for 
doing  so.   Some  researchers  and  actuaries  argue  that 
discounts  in  one  market  segment  just  lead  to  cost  shifts  to 
other  market  segments.   Others  argue  that  gains  are  more  due 
to  biased  selection  than  to  discounts  and  cite  evidence  to 
support  this.   In  the  end,  after  risk  adjustment,  the  real 
reductions  in  claims  cost  may  actually  just  reduce  trend 
increases  in  future  years,  not  reduce  the  base  claims  cost 
(especially  not  for  1994) .   Further,  I  believe  that  I  have 
already  reduced  the  base  claims  cost  more  than  enough  by 
using  the  Administration's  adjustment  for  uncompensated 
care.   I  don't  believe  it  is  necessary  to  add  an  additional 
explicit  reduction  for  this  factor  because  it  may  or  may  not 
occur  and  may  already  be  reflected  by  my  conservative 
estimates. 

A  couple  of  reviewers  felt  that  the  morbidity  assumption  used  for 
Medicaid  recipients  was  too  low. 

This  could  have  a  material  effect  on  my  estimates,  but  it 
would  only  serve  to  widen  the  difference  between  my 
estimates  and  the  Administration's.   I  believe  that  my 
approach,  explained  in  section  3,  is  reasonable  for  the 
rating  methodology  I  have  used.   In  order  to  address  the 
concerns  of  the  reviewers,  however,  I  have  sensitivity 
tested  this  assumption  at  a  morbidity  level  of  120%  of  the 
active  employee  morbidity.   At  this  morbidity  level  for 
Medicaid  recipients,  premiums  would  only  be  2  percent 
higher. 

Another  reviewer  questioned  my  assumptions  for  the  morbidity  and 
number  of  retirees,  pointing  this  out  as  a  significant 
discrepancy  between  my  approach  and  the  Administration's. 

It  is  difficult  to  reconcile  my  estimates  to  the 
Administration's  because  our  approaches  are  quite  different. 
It  is  quite  possible  that  our  two  approaches  could  be 
reconciled  and  would  prove  to  be  similar,  but  it  was  not 
possible  to  do  so  without  being  allowed  to  go  into  greater 
detail  with  the  Administration's  actuaries. 

Even  though  the  number  and  morbidity  of  early  retirees 
cannot  be  reconciled  with  the  Administration's  estimates,  I 
believe  the  assumptions  I  used  for  both  of  these  factors  are 
consistent  with  each  other.   I  used  a  larger  population  that 
included  unemployed  persons  covered  by  their  previous 
employer  mixed  in  with  the  early  retirees  covered  by  their 
previous  employer.   The  morbidity  factor  I  used  is 
appropriate  for  this  population  which  is  unemployed  and 
early  retirees  mixed  together. 

Several  reviewers  felt  that  it  was  more  appropriate  to  build 
national  data  up  from  rate  manual  data  as  I  have  done  rather  than 
from  national  health  expenditure  data  as  the  Administration  has 
done,  while  a  few  reviewers  had  concerns  about  reconciling  both 
approaches. 

Theoretically,  what  I  am  trying  to  estimate  could  best  be 
described  as  a  national  average  rate  manual.   If  I  had 
perfect  data  for  building  a  national  average  rate  manual 
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from  either  insurer  rate  manual  data  or  national  health 
expenditure  data,  the  end  result  should  be  the  same.   Thus, 
reconciling  the  two  approaches  becomes  problematic  only  when 
we  don't  have  perfect  data  and,  thus,  don't  get  to  similar 
results.   I  believe  that  working  with  real  claims  data  and 
the  adjustments  to  rate  manual  data  is  more  credible, 
reliable,  and  unbiased  than  starting  with  national  health 
expenditure  data  and  trying  to  adjust  it  to  develop  a 
national  rate  manual. 

On  a  related  subject,  several  reviewers  and  I  discussed  whether 
the  rates  for  all  adults  should  be  the  same  or  not. 

Generally,  a  rate  manual  approach  calls  for  developing  a 
rate  or  factor  for  primary  insureds,  spouses,  and  children 
(adult  males,  adult  females,  and  children)  and  building 
rates  for  each  family  category  by  using  these  factors.   In 
this  case,  the  rate  for  single  insureds  would  be  the  rate 
for  primary  insureds.   Likewise  the  rate  for  couples  would 
be  the  sum  of  the  rate  for  insureds  plus  the  rate  for 
spouses.   And  so  on. 

An  alternative  would  be  to  treat  all  adults  the  same  and 
only  produce  an  adult  rate  and  a  child  rate.   Then  the 
single  insured  rate  would  be  the  same  as  the  adult  rate,  and 
the  couple  rate  would  be  twice  the  adult  rate. 

Another  alternative  would  be  to  segregate  the  claim  costs  by 
type  of  family  and  calculate  a  premium  for  each  family  type 
separately.   In  this  case,  the  rate  for  single  insureds 
would  be  the  total  claims  and  expenses  for  single  insureds 
divided  by  the  number  of  single  insureds.   The  rate  for 
couples  would  be  the  total  claims  and  expenses  for  couples 
divided  by  the  number  of  couples.   The  rate  for  two-parent 
families  would  be  the  total  claims  and  expenses  for  these 
families  divided  by  the  number  of  two-parent  families. 

One  of  the  big  differences  between  the  Administration's 
estimates  and  my  estimates  relate  to  these  three  approaches. 
I  used  the  first  approach  because  it  is  most  appropriate  for 
a  rate  manual  approach.   The  Administration,  in  the  proposed 
Health  Security  Act,  implicitly  requires  using  the  second 
approach  when  it  requires  the  couples'  rate  to  be  twice  the 
single  insured  rate  in  a  pure  community-rated  environment. 
This  second  approach  would  also  be  consistent  with  a  rate 
manual  approach  and  community  rating. 

In  the  Administration's  development  of  premium  estimates,  a 
variant  of  the  third  approach  is  used.   However,  the  third 
approach  is  inconsistent  with  its  stated  policy  and 
proposed  Health  Security  Act  because  it  doesn't  charge  every 
adult  the  same  rate. 

The  third  approach  is  also  inconsistent  with  pure  community 
rating  because  it  is  quite  possible  that  the  reason  the 
costs  for  adults  in  two-parent  families  are  lower  than  the 
cost  for  adults  that  would  be  purchasing  single  and  couple 
policies  is  because  the  adults  in  two-parent  families  are 
younger,  on  average. 

One  reviewer  commented  on  the  current  distribution  of  expenses  by 
type  of  expense  (before  reform)  and  suggested  that  a  change  be 
made  in  the  table  to  make  it  more  accurate. 

I  made  the  change  suggested.   It  did  not  have  a  material 
effect  on  the  aggregate  expense  levels  or  my  premium 
estimate. 
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One  reviewer  asked  whether  the  adjustment  for  surcharges  and 
assessments  was  too  high  because  it  included  surcharges  for 
graduate  medical  education  and  academic  health  centers  when  these 
costs  are  already  reflected  in  current  claims  costs. 

Theoretically,  this  would  be  true.   In  practice,  there  are 
two  reasons  why  I  still  think  this  provision  increases  costs 
rather  than  just  moves  the  same  dollars  from  being  in  the 
claims  cost  to  an  explicit  surcharge. 

First,  the  higher  costs  that  academic  health  centers  and 
graduate  medical  education  add  to  current  health  care  costs 
are  not  easily  guantified.   It  may  be  higher  or  lower  than 
the  anticipated  surcharges.   Whatever  it  is,  if  it  is  less 
than  the  surcharge,  it  will  likely  grow  to  be  as  large  as 
the  surcharge  as  soon  as  these  funds  are  available. 

Second,  if  these  additional  funds  become  available  for 
education  and  health  centers,  it  is  unlikely  that  these 
funds  will  just  be  used  to  offset  current  sources  of 
funding.   We  may  see  cost  and  utilization  trends  reduce  a 
little  in  the  future,  but  that  would  not  reduce  the  current 
level  or  distribution  of  costs.   It  is  far  more  likely  that 
the  current  sources  and  level  of  financing  will  continue  and 
the  new  funds  will  be  used  to  increase  spending  in  these 
areas.   What  happened  to  health  care  spending  following  the 
introduction  of  Medicare  is  a  perfect  example  of  this. 

CONCLUSION 

First,  even  without  adjusting  for  benefit  differences  that  would 
only  exacerbate  the  difference,  the  Administration's  premium 
estimates  for  the  proposed  Health  Security  Act  are  already  at  or 
less  than  the  average  employer  premium  in  1991,  based  on  HIAA's 
Employer  Survey.   Second,  from  1991  to  1994,  health  care  cost  and 
utilization  (growth)  trends,  while  slowing,  have  still  sustained 
rates  of  growth  that  are  considerably  higher  than  inflation.   For 
these  three  years  combined,  a  health  care  trend  of  about  3  3 
percent  would  not  be  unreasonable.   Third,  in  the 
Administration's  proposed  Health  Security  Act,  any  reductions  or 
cost  savings  are  more  than  offset  by  expansions  of  benefits, 
expansions  of  coverage  and  new  reporting/compliance  reguirements. 
Since  any  potential  reductions  in  costs  are  more  than  offset  by 
increases  in  costs,  it  is  unlikely  that  a  premium  less  than 
currently  expected  1994  rates  would  be  reasonable.   Reforms  would 
only  have  the  potential  of  decreasing  future  rate  increases. 
Conseguently,  there  is  no  doubt  that  the  Administration's 
estimates  are  understated.   The  only  guestion  is:   By  how  much? 
Taken  all  together,  this  would  indicate  that  the  Administration's 
estimates  are  understated  by  at  least  one-third:   i.e.,  the 
health  care  trend  from  1991  to  1994. 

Not  all  of  the  Administration's  estimates  are  one-third  lower 
than  mine.   The  rate  for  single  parents  is  9  percent  less  than 
mine.   The  two-parent  family  rate  is  40  percent  less.   In 
aggregate  (a  weighted  average  of  its  premium  estimates  by  type  of 
family  compared  to  a  weighted  average  of  my  premium  estimates) , 
its  premiums  are  about  one-third  too  low. 

The  fact  that  Hewitt  Associates  also  found  the  Administration 
estimates  to  be  about  25  percent  understated  is  confirming. 

There  is  a  much  greater  difference  between  the  Administration's 
two-parent  family  rate  and  my  two-parent  family  rate  than  there 
is  between  our  other  rates.   This  is  also  true  for  Hewitt 
Associates'  rates.   I  believe  this  discrepancy  arises  because  of 
an  inconsistency  between  the  legislative  language  and  the 
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Administration's  rating  methodology.   As  a  result,  the 
Administration's  two-parent  family  premium  is  only  2.3  times  its 
single  person  rate.   A  more  reasonable  multiplier  might  be  about 
three  times  the  single  rate. 

Most  of  the  differences  between  the  Administration's  estimates 
and  my  own  can  probably  be  attributed  to  different  assumptions 
regarding:   the  cost  of  including  people  not  covered  by  health 
insurance  (the  uninsured) ,  the  cost  of  including  early  retirees 
and  Medicaid  recipients  in  the  regional  alliances,  and  operating 
costs  (including  assessments  and  surcharges).   There  is  also  a 
significant  difference  in  how  claims  costs  are  distributed  by 
type  of  family.   Some  of  these  differences  increase  premiums 
while  others  reduce  premiums.   The  net  effect  of  all  of  the 
differences  leads  to  premiums  that  are  on-third  less  than  my 
estimates . 

However,  it  is  very  difficult  to  compare  assumptions  and  methodo- 
logies in  order  to  identify  differences  between  my  rating 
methodology  and  the  Administration's  since  the  Administration  has 
not  released  an  actuarial  opinion  and  an  actuarial  report.   An 
actuarial  opinion  would  establish  that  a  qualified  actuary  has 
looked  at  the  assumptions  used  to  develop  the  Administration's 
premiums  and  deemed  them  to  be.  reasonable  and  a  fair 
representation  of  the  expected  cost  of  the  Administration's 
standard  benefit  plan.   An  actuarial  report  would  clearly 
identify  the  assumptions  and  reasoning  that  went  into  reaching 
that  actuarial  opinion  so  that  an  independent  actuarial  review  of 
the  Administration's  methods  and  assumptions  could  be  conducted 
by  other  actuaries. 

Obvious  questions  arise  from  these  findings.   If  the 
Administration's  premium  estimates  are  one-third  too  low: 

1.  What  does  this  mean  for  the  Administration's  estimates  of 
subsidies  for  low-income  persons  and  employers? 

2.  Will  a  larger  proportion  of  the  population  pay  more  for 
health  insurance  after  reforms  than  the  Administration  has 
estimated? 

3.  What  would  happen  if  the  Administration's  estimates  were 
used  as  the  basis  for  its  proposed  premium  caps? 


The  premium  estimates  I  have  developed  using  the  methodology  described  above  are 
reasonable  and  are  appropriate  for  comparison  to  the  premium  estimates  the  Clinton 
Administration  presented  with  the  proposed  Health  Security  Act. 

This  opinion  is  limited  by  what  is  known  about  the  assumptions  the  Administration  used 
in  developing  its  premium  estimate  and  the  provisions  of  the  proposed  Health  Security 
Act  (released  in  October  1993).   If  these  were  to  change,  my  estimates  and  comparisons 
might  also  be  different. 


nuiT  /Jdmmrx&~- 


Anthony  Hammond,  ASA,  MAAA 
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Comparing  the  HIAA  premium  estimates  to  the: 

Administration's  premium  estimates: 

•  The  HIAA  premium  estimates  are  30  to  67  percent  higher  than 
the  Administration's. 

Compared  to  the  Administration's  estimates  of  $1,932 
annually  for  a  single  person  and  $4,360  for  a  two- 
parent  family,  HIAA's  estimates  are  30  percent  and  67 
percent  higher,  respectively.   This  would  imply  that 
the  Administration's  estimates  are  understated  by  23 
and  40  percent,  respectively,  (or  about  one-third) 
compared  to  our  estimates. 

• 

Not  all  of  the  Administration's  estimates  vary  from 
HIAA's  estimates  so  much.   The  rate  for  single  parents 
is  only  9  percent  lower  than  ours. 

•  Most  of  the  differences  between  the  Administration's 
estimates  and  HIAA's  can  probably  be  attributed  to  different 
assumptions  regarding: 

(1)  The  cost  of  including  people  not  now  covered  by  health 
insurance  (the  uninsured) ; 

(2)  The  cost  of  including  early  retirees  and  Medicaid- 
eligibles  in  the  regional  alliances; 

(3)  Operating  costs  (including  assessments  and  surcharges); 
and 

The  Administration  uses  a  15%  load  while  we  used  a 
20.5%  load.   The  proposed  Health  Security  Act  adds 
an  additional  7%  load  to  current  operating  costs 
of  about  13%  of  premium. 

(4)  A  difference  in  how  claims  costs  are  distributed  by 
type  of  family. 

Some  of  these  differences  increase  premiums  and  some  reduce 
premiums.   The  net  effect  of  all  of  the  differences  leads  to 
premiums  that  are  one-third  less  than  HIAA's  estimates. 

•  While  there  are  differences  in  some  of  the  other  assumptions 
mentioned  above,  the  Administration's  estimate  of  base 
claims  costs  appears  to  be  very  similar  to  ours. 

•  The  HIAA  premium  estimates  are  3  to  5  percent  higher  than 
the  Hewitt  Associates'  estimates. 

Compared  to  the  Hewitt  Associates'  estimates  of  $2,440 
annually  for  a  single  person  and  $6,946  for  a  two- 
parent  family,  our  estimates  are  only  3  and  5  percent 
higher,  respectively.   This  is  well  within  a  reasonable 
level  of  difference. 

Hewitt's  Congressional  testimony  on  its  estimates  also 
states  that  "the  cost  of  the  standard  benefit  package 
would  be  about  5  percent  higher  in  2001  than  the 
initial  package  because  of  scheduled  changes  under  the 
Health  Security  Act  for  added  mental  health  benefits 
and  adult  dental  [benefits]."   This  would  put  its 
estimate  even  closer  to  ours. 
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•  Although  the  Hewitt  and  HJAA  estimates  are  very  close  in 
aggregate,  there  are  still  differences  in  the  specific 
assumptions  we  used.   The  differences  between  the  Hewitt 
Associates'  estimates  and  ours  can  be  attributed  to 
different  assumptions  regarding: 

(1)  The  cost  of  early  retirees,  Medicaid  and  uninsured 
persons  joining  the  regional  alliances; 

(2)  Operating  costs  (they  used  10  percent); 

(3)  The  demographic  composition  of  U.S.  population   (this 
has  very  little  impact  on  rates  in  aggregate) ; 

(4)  A  major  difference  in  recognition  of  the  savings  from 
uncompensated  care  (and  elimination  of  Medicaid  cost 
shift) ;  and 

Hewitt  used  a  1.5  percent  reduction  for  savings  from 
uncompensated  care  and  a  3.5  percent  reduction  for 
elimination  of  Medicaid  cost  shift. 

The  HIAA  estimates  are  based  on  the  Administration's 
assumption  of  a  10.5  percent  savings  from  uncompensated 
care  (for  conservatism)  but  don't  explicitly  recognize 
any  reduction  for  elimination  of  Medicaid  cost 
shifting. 

Hewitt's  assumptions  for  uncompensated  care  and 
Medicaid  cost  shifting  make  Hewitt's  premiums  5.5 
percent  lower  than  HIAA's.   Hewitt's  assumption  for  the 
cost  of  the  uninsured  and  Medicaid  joining  the  regional 
alliances  raises  premiums  about  6  percent.   So  the  two 
assumptions  almost  offset  each  other  when  comparing 
them  to  HIAA's  premiums. 

(5)  A  different  relative  claims  cost  factor  for  children 
that  makes  the  HIAA  single-parent  rate  less  than  the 
Hewitt  single-parent  rate  while  all  other  HIAA  rates 
are  slightly  more  than  the  Hewitt  rates. 

Hewitt  uses  a  child  factor  of  50  percent  of  primary 
insured  claims  while  HIAA  uses  a  factor  of  39  percent. 

Levin-VHI's  premium  estimates: 

•  The  Lewin-VHI  premium  estimates  cannot  be  directly  compared 
to  our  estimates,  the  Administration's  estimates  or  Hewitt 
Associates'  estimates. 

The  Lewin  estimates  are  for  1998,  whereas  the  other 
estimates  are  for  1994.   Lewin' s  premiums  are  for  all 
standard  benefit  plans  while  the  Administration  and 
HIAA  estimates  are  for  the  high  cost-sharing  plan  only. 
Lewin  also  makes  the  unreasonable  assumption  in 
developing  its  premium  estimates  that  cost  controls 
will  be  100  percent  effective. 

•  Some  reports  have  indicated  that  the  Lewin  study  validates 
the  Administration's  figures.   This  is  simply  not  the  case. 
Even  if  the  Administration's  premium  estimates  are  only  17 
percent  too  low  as  the  Lewin  study  suggests,  this  would 
represent  about  one  sixth  of  the  non-Medicare  health  care 
costs  in  the  United  States — or  about  $100  billion.   A 
discrepancy  of  that  size  hardly  classifies  as  a  validation. 
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Premiums  in  Regional  Health  Alliances 

Under  the  Clinton  Administration's  Proposed  Health  Security  Act 


1.   Base  Claims  Cost-high  cost  sharing  (based  on  benefits  in  9/7/93  draft) 


Estimated 
Claim  Cost 


Carrier  A 
Carrier  B 
Carrier  C 
Carrier  D 
HIAA  (est.) 

Average 
Policies(mil's) 
Frequency 
Family  size 
Rating  factor 


Single  |      Two  parent 


$1,927 


$1,920 
$2,000 
$1,739 
$1,989 
$1,987 

$1,927 
28.7 

44.8% 

1.0 

1.00 


$5,665 


Single  Parent 


15.8 

24.6% 

4.0 

2.94 


$3,280 


Couple 


$4,162 


Relative  Claims 
Cost  Factors: 

1.00  insured 
1.16  spouse 
0.39  child 


10.4 

16.2% 

2.8 

1.70 


9.2 

14.4% 

2.0 

2.16 


Sources:  HIAA  member  companies,  Tillinghast  Group  Rating 
Manual,  and  Price  Waterhouse  tabulations  of  March  1992  CPS 


Total 

64.1 

100.0% 

2.2 

1.8 


2.   Adjustment  to  Average  CI 

aims  Cost  for  Change  in 

Distribution  of 

Policies  as  a  Result  of  Extendina  Coverage  to  Universal  Coverage 

Claims  cost                   $1,927 

$5,665 

$3,280 

$4,162 

3388.8 

Family  size                          1.0 

4.0 

2.8 

2.0 

2.2 

Current  claims  cost  per  capita 

$1,558 

After  Reforms: 

• 

Policies                               48.3 

26.5 

11.2 

17.2 

103.2 

Frequency                     46.8% 

25.7% 

10.9% 

16.7% 

100.0% 

Family  size                          1.0 

3.9 

2.8 

2.0 

2.2 

Rating  factor                     1 .00 

2.90 

1.70 

2.16 

1.8 

Claims  cost                   $1,927 

$5,590 

$3,280 

$4,162 

3387.0 

Claims  cost  per  capita  with  new 

distribution 

$1,575 

Adjustment  for  change  in  distribution  of 

policies 

0.989 

Sources:   HIAA  member  companies,  Tillinghast  Group  Rating 
Manual,  and  Price  Waterhouse  tabulations  of  March  1992  CPS 


Adjustment  to  Claims  Cost  for  Migration  (for  early  retirees, 
unemployed,  Medicaid,  uninsured) 


Nonelderly 

(by  Insured  Status) 


Employer  Sponsored 

Employed 

Early  Retiree/Unemployed 
Other  Privately  Insured 
Medicaid 
Uninsured 


Percent  of 
Population* 


57.6% 

10.6% 

6.4% 

8.8% 

16.6% 

1 00.0% 


Relative 
Morbidity** 


100% 
202% 
122% 
100% 
100% 


1 1 2% 


Source:   HIAA  tabulation  based  on  March  1 992  Current 
Population  Survey  and  HIAA  Source  Book. 
**  Source:   HIAA  and  Mathematica  calculations  from  1 987 
National  Medical  Expenditure  Survey 
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Premiums  in  Regional  Health  Alliances 

Under  the  Clinton  Administration's  Proposed  Health  Security  Act 


4.   Other  Adjustments  to  Claims  Cost 


a.  Reduction  in  cost  shifting 

b.  Addt'l  benefits  in  HSA 


-10.5%  savings  from  uncompensated  care 
3%  benefits  in  HSA  but  not  in  9/7/93  draft 


Total 


8% 


5.   Adjusted  Claims  Cost 


Claims  Cost 

Single 

Two  parent 

Single  Parent 

Couple 

Composite 

$1,927 

$5,590 

$3,280 

$4,162 

$3,387 

Change  in  distribution 

-1% 

Cost  of  migration 

12% 

Reduction  in  cost  shifting 

-11% 

Addt'l  benefits  in  HSA 

3% 

Total  Adjustment 

4% 

Adjusted 
Claims  Cost 

Single 

Two  parent 

Single  Parent 

Couple 

Composite 

$1,997 

$5,794 

$3,399 

$4,314 

$3,510 

6.   Adjustments  to  Net  Premium  (Loading) 


a.  Surcharges/assessments 

b.  Current  Expense  Ratio 

c.  Change  in  Expense  Ratio 

Total  Loading 


7.0%  incl.  margins  for  WC,  auto,  guar,  funds,. 
13.2%  current  retention  level 

0.2%  WEDI,  Alliances,  fully  insured  vs  ASO 
20.4% 


7.   Average  Premium  After  Reforms 


Adjusted 
Claims  Cost 

Single 

$1,997 

Two  parent 

$5,794 

Single  Parent 

$3,399 

Couple 

$4,314 

Composite 

$3,510 

Loading  Factor 

20.4% 

Adjusted 
Premium 

$2,509 

$7,278 

$4,270 

$5,419 

$4,410 

8.    HIAA  Estimate  versus  Administration  Estimate 


Single 

Two  parent 

Single  Parent 

Couple 

Composite 

HIAA 

$2,509 

$7,278 

$4,270 

$5,419 

$4,410 

Administration 

$1,932 

$4,360 

$3,893 

$3,865 

$3,090 

%  understated 

-23% 

-40% 

-9% 

-29% 

-30%! 

-  P.  Anthony  Hammond 

-  12/3/93 
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Prepared  Statement  of  W.  David  Helms  * 

Policy  makers  face  a  fundamental  choice  about  how  to  expand  health  insurance 
coverage  to  the  uninsured.  Given  that  the  majority  of  Americans  currently  get  their 
health  insurance  through  employers,  some  believe  that  universal  coverage  could  be 
achieved  by  encouraging  non-insuring  firms  to  purchase  it  for  their  employees  vol- 
untarily—thereby avoiding  the  need  to  impose  mandates.  This  testimony  reviews  re- 
sults from  several  demonstration  programs  and  state  initiatives  that  tested  the  ef- 
fectiveness of  various  incentives,  including  direct  and  indirect  premium  subsidies, 
tax  credits,  limited  benefit  (including  so-called  "barebones")  insurance  plans,  and 
buying  cooperatives.  The  policy  implications  from  this  assessment  are  as  follows: 

1.  Voluntary  approaches  to  making  health  insurance  more  affordable  and  avail- 
able will  not  be  sufficient  to  achieve  universal  coverage. 

2.  If  the  voluntary  approach  continues  to  be  pursued  because  there  is  insufficient 
political  support  for  a  system  of  universal  coverage,  the  following  steps  should  be 
taken  to  increase  financial  access— with  the  clear  understanding  that  while  more  of 
the  uninsured  will  receive  coverage  through  a  combination  of  these  measures,  the 
goal  of  universal  access  will  not  be  achieved: 

•  Stabilize  the  small-group  insurance  market  by  prohibiting  the  medical  under- 
writing which  excludes  firms  or  individuals  from  coverage,  guaranteeing  the 
availability  and  renewability  of  coverage;  and  eliminating  pre-existing  condition 
exclusions  for  those  who  are  continuously  insured. 

•  Establish  state  or  regional  purchasing  cooperatives  for  small  firms  and  individ- 
uals to  consolidate  their  market  power  and  reduce  total  administrative  costs. 

•  Provide  direct  subsidies  or  tax  credits  for  low-income  individuals  and  families 
on  a  sliding  scale  up  to  200  percent  of  the  poverty  level. 

•  Ensure  that  affordable  individual  insurance  coverage  is  available  for  those  not 
working  or  those  not  covered  by  an  employer-sponsored  plan,  including  part- 
time  and  seasonal  workers. 

•  Establish  a  uniform  federal  income  standard  for  Medicaid  to  cover  all  individ- 
uals and  families  below  100  percent  of  the  poverty  level. 

I.  THE  ROBERT  WOOD  JOHNSON  FOUNDATION'S  HEALTH  CARE  FOR  THE  UNINSURED 

PROGRAM 

With  support  from  the  Robert  Wood  Johnson  Foundation,  states  and  non-profit 
groups  tested  a  variety  of  methods  to  make  health  insurance  both  more  affordable 
and  available  to  uninsured  small  businesses  and  individuals  under  the  Heath  Care 
for  the  Uninsured  Program  (HCUP),  which  began  in  1986. l  Eleven  demonstration 
projects  became  operational  under  the  program:  ten  developed  new  insurance  prod- 
ucts or  subsidized  existing  products,  and  one  developed  a  health  insurance  informa- 
tion and  referral  service. 

Market  surveys  conducted  by  the  projects  revealed  that  the  cost  of  insurance  is 
the  major  obstacle  for  small  firms.  Many  small  businesses  have  thin  profit  margins 
and  the  uncertainty  of  both  future  income  and  expenses  leads  many  new  or  mar- 
ginal business  owners  to  avoid  the  fixed  cost  of  monthly  insurance  premiums.  Also, 
many  low-wage  employees  hired  by  these  firms  would  not  be  able  to  contribute  very 
much  to  the  cost  of  insurance  premiums  if  coverage  were  available.  The  results  of 
these  market  surveys  displayed  in  Table  1  have  been  confirmed  in  many  subsequent 
studies  of  why  small  employers  do  not  offer  insurance. 

Strategies  for  making  health  insurance  affordable:  The  projects'  market  research 
found  that  cost  was  the  most  significant  barrier  preventing  small  employers  from 
obtaining  health  insurance.  There  are  two  basic  ways  to  lower  the  cost  of  insurance: 
either  offer  less  coverage  or  provide  subsidies.  Projects  that  were  unable  to  offer 
subsidies  instead  limited  the  scope  of  services  covered  in  their  plans,  increased  cost 
sharing,  used  limited  provider  networks,  or  secured  substantial  discounts  from  hos- 
pitals. Projects  able  to  fund  direct  and  indirect  subsidies  generally  provided  more 
comprehensive  benefits  with  only  modest  cost  sharing.  The  strategies  used  to  make 
the  premiums  more  affordable  are  described  below: 

•  Limited  benefits.  Two  approaches  were  used  to  limit  benefits:  (1)  eliminate 
Cfcitain  services  from  the  benefit  package,  such  as  mental  health  care,  alcohol 
and  substance  abuse  treatment,  dental  and  vision  care,  durable  medical  equip- 


*The  Alpha  Center  is  a  nonprofit,  nonpartisan  health  policy  organization  providing  technical 
assistance  and  analysis  to  governments,  foundations  ana  private  organizations.  The  views  ex- 
pressed in  this  statement  are  solely  those  of  the  author  and  should  not  be  attributed  to  the 
Alpha  Center,  its  trustees  or  its  sponsors. 
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ment  and  (2)  limit  the  volume  of  covered  services  per  year,  such  as  the  number 
of  days  for  inpatient  services  or  visits  for  outpatient  services. 

•  Major  cost  sharing.  Another  benefit  design  strategy  for  reducing  premiums 
was  to  require  patients  to  pay  for  a  higher  portion  of  the  health  care  services 
they  received,  in  the  form  of  either  deductibles  and  coinsurance  charges  or 
copayments.2 

•  Limited  provider  networks.  All  of  the  projects  that  developed  new  insurance 
plans  used  health  maintenance  organizations  (HMOs)  or  preferred  provider  or- 
ganizations (PPOs)  to  manage  care.  Several  projects  further  restricted  enrollees' 
freedom  of  choice  by  channeling  them  to  a  select  group  of  less  costly  providers, 
including  community-based  clinics  and/or  public  hospitals. 

•  Direct  premium  subsidies.  Direct  subsidies  were  used  to  reduce  the  cost  of 
individual  and  family  premiums  for  eligible  small  firms  which  had  not  pre- 
viously offered  insurance  to  their  employees.  Maine,  Michigan,  Washington  and 
Wisconsin  provided  premium  subsidies  for  those  up  to  200  percent  of  poverty 
on  a  sliding  fee  scale.  Florida  also  used  state  funds  to  "buy-down"  the  cost  of 
dependent  coverage. 

•  Indirect  subsidies.  Several  states  used  indirect  subsidies  to  reduce  the  cost 
of  premiums  charged  to  small  groups.  These  states  performed  or  subsidized  ad- 
ministrative, marketing,  and  pooling  functions;  paid  for  or  facilitated  the  pur- 
chase of  reinsurance;  or  provided  stop-loss  protection.  Florida  estimates  that  as 
a  result  of  both  the  state  performing  these  administrative  functions  and  their 
ability  now  to  negotiate  as  a  large  employer,  the  cost  of  their  comprehensive 
HMO  benefit  package  is  about  $100  less  per  family  per  month  than  comparable 
plans  now  available  to  small  firms. 

•  Provider  discounts.  Some  projects  negotiated  discounts  from  providers,  espe- 
cially hospitals.  In  return,  the  project  channeled  patients  to  participating  hos- 
pitals which  received  the  reduced  payment  for  treating  patients  who  might  oth- 
erwise be  uninsured  and  unable  to  pay.  While  provider  discounts  did  help  to 
lower  premiums,  projects  found  it  difficult  to  replicate  such  commitments  when 
trying  to  expand  into  other  communities. 

Different  projects  used  different  combinations  of  these  approaches,  as  shown  in 
Table  2: 

Strategies  for  Making  Health  Insurance  More  Available:  These  demonstrations 
were  limited  in  their  ability  to  address  insurers'  underwriting  and  exclusionary 
practices,  which  require  systemwide  reform  of  the  small-group  health  insurance 
market.  The  projects  did,  however,  test  new  mechanisms  for  creating  larger  and 
more  stable  insurance  pools  and  for  marketing  to  uninsured  small  firms. 

•  Limited  medical  underwriting  and  industry  exclusions.  Some  projects 
sought  to  limit  the  exclusionary  practices  used  by  many  insurers  to  reduce  the 
perceived  risks  of  the  small-group  market.  For  example,  the  Arizona  project  cre- 
ated a  new  insurance  product  with  no  medical  underwriting  but  did  impose  a 
waiting  period  for  pre-existing  conditions.  The  Florida  project  permits  women 
to  obtain  pregnancy-related  coverage  through  their  sixth  month  of  pregnancy. 
The  projects  did  not  exclude  many  of  the  types  of  small  businesses  that  are  typi- 
cally red-lined  (e.g.  bars  and  taverns,  mining,  hair  salons)  and  some  included 
businesses  in  their  first  year  of  operation. 

•  Larger,  more  stable  insurance  pools.  Creating  larger  and  more  stable  insur- 
ance pools  was  used  to  spread  risk  more  broadly  and  thereby  lower  the  cost  of 
insurance  available  to  small  firms.  To  do  this,  the  projects  funded  some  admin- 
istrative functions  such  as  enrollment  and  reinsurance  costs  until  the  number 
of  enrollees  was  large  enough  that  these  costs  were  expected  to  approach  those 
of  large  groups. 

•  Innovative,  aggressive  marketing  and  advertising.  In  general,  the  projects 
found  that  uninsured  small  employers  were  a  very  "tough  sell."  Uninsured 
small  employers  are  hard  to  reach.  Without  full-time  benefits  managers  on  their 
staff,  they  require  more  education,  information,  follow-up,  and  support — espe- 
cially during  the  application  process.  The  most  successful  projects  used  profes- 
sional advertising  firms  to  develop  marketing  materials  and  campaigns  and 
used  public  relations  efforts  to  generate  additional  media  coverage. 

Results:  Premiums.  All  of  the  projects  offered  premiums  significantly  below  na- 
tional averages  for  HMO  benefit  plans.  For  the  plans  targeted  to  uninsured  small 
businesses,  premiums  ranged  from  9  to  60  percent  below  market  rates;  most  ranged 
from  25  to  50  percent  below  market  rates.  Premium  data  on  the  Washington  Basic 
Health  Plan  show  that  subsidizing  a  comprehensive  health  plan  for  individuals 
below  200  percent  of  the  poverty  level  can  be  very  expensive.  As  the  Basic  Health 


122 

Plan  is  not  offered  through  employers,  there  are  no  employer  contributions  to  the 
premium  which  necessitates  a  substantial  state  subsidy  to  reach  the  lowest-income 
persons. 

Results:  Enrollment.  In  total,  the  projects  enrolled  over  54,000  persons,  including 
about  30,800  employees  and  dependents  through  6,700  small  businesses  and  23,500 
individuals  through  the  Washington  Basic  Health  Plan.  With  a  target  market  of 
firms  with  less  than  25  employees,  the  projects  were  most  attractive  to  very  small 
employer  groups:  the  average  enrolled  firm  size  is  2.7  employees,  and  the  average 
enrolled  group  (including  dependents)  is  4.6  persons.  Note  that  all  but  one  of  these 
projects  limited  their  enrollment  to  previously  uninsured  firms — the  hardest  part  of 
the  market  to  reach.  The  enrollment  in  plans  offering  very  limited  benefit  products 
was  small.  Through  surveys  and  focus  groups,  the  projects  found  that  small  employ- 
ers generally  want  benefit  packages  similar  to  those  of  large  employers.  If  they  were 
going  to  purchase  health  insurance  for  their  employees,  they  wanted  comprehensive 
coverage,  not  just  catastrophic.  (See  Table  3  on  page  6  for  enrollment  data.) 

Results:  Market  Penetration.  With  the  modest  enrollment  reported  above,  the 
projects  achieved  only  very  small  market  penetration  as  shown  in  Chart  1  on  page 
6.  The  largest  market  share  was  achieved  in  Tampa,  where  approximately  17  per- 
cent of  uninsured  firms  with  2  to  25  employees  enrolled  in  the  Florida  Health  Ac- 
cess Corporation.  (FHAC  is  a  state-supported  health  insurance  buying  cooperative 
that  negotiates  with  insurers  on  behalf  of  small  businesses.)  The  other  three  sites 
achieved  much  lower  market  shares,  ranging  from  2  to  5  percent.3  These  projects 
were  able  to  reach  a  small  niche  in  the  previously  uninsured  market — firms  that 
were,  on  average,  smaller  and  younger  with  relatively  low  revenue,  but  anticipated 
growth  and  the  need  to  attract  employees  who  expect  health  insurance  benefits. 

Results:  Utilization.  The  early  experience  of  these  projects  indicated  that  insurers' 
fear  of  adverse  selection  for  the  small-group  market  may  not  be  justified.  Partici- 
pants' initial  use  of  health  services  has  been  lower  than  anticipated  and  lower  than 
national  averages  for  three  common  measures  of  use  of  inpatient  services:  dis- 
charges per  thousand  members,  inpatient  days  per  thousand  members,  and  average 
length-of-stay.  However,  enrollment  in  the  demonstration  projects  is  still  relatively 
low,  and  further  analysis  adjusting  these  data  for  health  status,  demographic  char- 
acteristics, and  other  factors  is  needed  to  compare  them  more  accurately  with  the 
utilization  experience  of  enrollees  in  other  plans.  The  Robert  Wood  Johnson  Founda- 
tion is  currently  supporting  research  to  compare  utilization  in  several  of  these  dem- 
onstration projects  to  that  in  other  pools  of  small  businesses. 

II.  OTHER  VOLUNTARY  EFFORTS  TO  EXPAND  HEALTH  INSURANCE  COVERAGE 

A.  California 

In  October  1992,  the  California  Assembly  enacted  legislation  to  create  a  voluntary 
"health  insurance  purchasing  cooperative,"  call  the  Health  Insurance  Plan  of  Cali- 
fornia (HIPC),  for  small  businesses  with  5  to  50  employees  working  at  least  30 
hours  per  week.  The  program  began  enrollment  in  July  1993,  offering  3  PPO  and 
15  HMO  plans  that  provide  a  set  of  benefits  comparable  to  the  state  employees' 
health  plan,  with  varying  levels  of  cost  sharing.  The  lowest  priced  HMO  plan  is  esti- 
mated to  cost  about  15  percent  less  than  comparable  plans  outside  the  HIPC.  En- 
rolled groups  pay  monthly  premiums  to  the  HIPC's  contracted  third-party  adminis- 
trator, which  in  turn  pays  the  health  plans  and  remits  an  administrative  fee  to  the 
HIPC.  This  administrative  fee  is  about  3  percent  of  premiums.  The  program  receives 
no  subsidy  from  the  state.  It  provides  coverage  to  both  uninsured  and  previously  in- 
sured firms. 

As  of  January  1994,  California's  HIPC  had  enrolled  1,909  firms  covering  32,587 
lives.  Project  staff  believe  that  the  early  high  market  response  demonstrates  the 
value  of  public  support  for  this  program  by  the  Governor  and  other  state  leaders 
as  well  as  recent  national  promotion  of  the  "HIPC"  concept. 

In  comparing  the  California  program  to  earlier  efforts  to  expand  employer-spon- 
sored health  insurance  coverage,  it  is  important  to  note  that  the  HIPC  accepts  firms 
that  have  already  been  providing  insurance  benefits  to  their  employees,  while  most 
of  the  earlier  programs  restricted  enrollment  to  uninsured  firms.  Seventy-eight  per- 
cent of  firms  enrolling  in  the  HIPC  had  previously  offered  health  insurance  to  their 
employees — only  22  percent  had  been  uninsured.  By  contrast,  nearly  all  of  the  dem- 
onstrations supported  under  the  RWJF  Health  Care  for  the  Uninsured  Program  re- 
quired small  firms  to  have  been  uninsured  for  three  or  more  months  prior  to  enroll- 
ment, so  as  to  avoid  "competing"  with  other  insurers  for  this  underserved  and  hard- 
to-reach  segment  of  the  market.  The  California  results  also  indicate  that  a  signifi- 
cant number  of  small  employers  may  find  that  buying  coverage  through  the  HIPC 
represents  a  better  value  than  other  health  insurance  arrangements. 
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B.  Oregon 

In  1989,  the  Oregon  Legislature  created  the  Small  Employer  Insurance  Pool  to 
provide  an  affordable,  limited-benefit  insurance  product  to  uninsured  small  firms. 
At  present  the  plan  costs  $55  dollars  per  person  per  month.  In  order  to  keep  this 
low  price,  the  state  has  allowed  insurers  to  trim  back  benefits  even  further  and  in- 
crease cost-sharing  provisions.  The  state  also  offers  a  tax  credit  for  employers  that 
buy  these  products,  with  the  amount  of  the  credit  diminishing  each  year  over  a  five- 
year  phase-out  period.  Currently,  about  18,000  persons  are  enrolled,  far  short  of  the 
state's  goal  of  150,000. 

C.  New  York 

In  1989,  New  York  State  established  two  pilot  projects  to  test  the  feasibility  of 
offering  subsidized  health  insurance  plans  to  non-insuring  employers  with  twenty 
or  fewer  workers.  Under  these  demonstrations,  the  state  and  the  employer  each  pay 
one  half  of  the  premiums.  The  benefit  packages  include  coverage  for  inpatient  hos- 
pitalization including  related  diagnostic  and  therapeutic  services,  60  visits  per  year 
for  substance  abuse,  home  care  services,  and  authorized  emergency  services.  One 
pilot  in  the  Albany  region  is  administered  by  the  Community  Health  Plan  (CHP), 
and  a  second  program  in  Brooklyn  is  cosponsored  by  the  Health  Insurance  Plan 
(HIP)  of  Greater  New  York  and  the  Brooklyn  Economic  Development  Corporation. 

Program  evaluators  concluded  that  despite  offering  a  50  percent  subsidy  to  em- 
ployers, the  enrollment  response  was  quite  low.4  Their  study  determined  that  the 
subsidized  health  insurance  products  increased  the  number  of  small  firms  offering 
insurance  by  only  3.5  percent.  Even  if  all  eligible  firms  had  been  aware  of  the  pro- 
gram, their  calculations  suggest  that  enrollment  would  have  been  no  higher  than 
16.5  percent  of  the  target  market.  Although  the  analysis  covered  only  the  first  year 
of  the  demonstration  program,  the  total  number  of  firms  purchasing  insurance 
through  the  second  year  suggests  that  the  effectiveness  of  the  program  did  not  in- 
crease over  time.  Even  with  more  liberal  plan  provisions  and  subsidies  to  bring  pre- 
miums 50  percent  to  75  percent  below  market  rates,  the  results  indicate  that  such 
a  voluntary  program  induces  few  small  employers  to  begin  offering  health  insurance 
benefits  to  their  workers. 

D.  State  Bare-Born  Insurance  Products 

Thirty-six  states  have  enacted  laws  that  waive  some  or  all  mandated  benefits  for 
health  insurance  plans  and  allow  insurers  to  create  basic  or  "barebones"  insurance 
plans  for  small  employers.  The  objective  is  to  allow  insurers  to  drop  certain  benefits 
for  small-group  products,  thus  enabling  them  to  lower  prices  for  this  underserved 
market  segment.  The  most  commonly  waived  mandated  benefits  are  services  for  al- 
cohol and  substance  abuse,  insurance  continuation  or  conversion,  and  providers  such 
as  chiropractors.  This  strategy  has  been  particularly  attractive  to  state  legislators 
because  it  requires  neither  additional  public  expenditures  nor  major  government 
intervention  in  private  insurance  markets. 

There  are  numerous  variations  in  the  "barebones"  programs  across  the  states.  For 
example,  some  states  have  specified  the  minimum  benefits  which  insurers  must 
offer.  Several  used  increased  cost-sharing  (i.e.,  deductibles,  coinsurance,  and 
copayments)  as  an  additional  strategy  for  lowering  premiums.  A  few  states  enacted 
tax  incentives  together  with  waived  mandates  to  encourage  small  employers  to  pur- 
chase these  special  plans. 

"Barebones"  policies  have  realized  only  limited  success  in  extending  insurance 
protection  to  the  uninsured.  According  to  the  Blue  Cross  &  Blue  Shield  Association, 
"the  results  are  decidedly  mixed:  well-designed,  strongly  promoted  policies  attract 
significant  numbers  of  consumers  over  time,  while  the  others  do  not."5  As  of  Decem- 
ber 1992,  the  great  majority  of  "no  frills"  policies  had  been  sold  in  three  states: 
Pennsylvania  (31,784),  Oregon  (14,278)  and  Washington  (4,968).  Not  surprisingly, 
these  are  also  the  states  where  Blue  Cross  and  Blue  Shield  Plans  have  had  a  strong 
commitment  to  basic  benefit  policies  for  the  longest  period  of  time. 

While  a  large  number  of  small  business  owners  and  individuals  have  expressed 
interest  in  the  barebones  plans,  only  a  few  had  actually  purchased  the  plans  as  of 
March  1993,  as  reported  by  the  Families  USA  Foundation.6  In  Oklahoma,  where 
there  were  almost  40,000  inquiries,  only  119  groups  purchased  the  insurance.  Like- 
wise, in  Maryland,  where  there  were  almost  9,000  inquiries  about  the  plans,  only 
357  groups  and  individuals  applied.  The  large  number  of  inquiries  is  evidence  that 
many  people  are  interested  in  obtaining  insurance,  but  the  small  number  of  enroll- 
ees  may  indicate  that  these  individuals  are  interested  only  in  obtaining  comprehen- 
sive coverage. 
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III.  CONCLUSION 

The  critical  question  raised  by  these  voluntary  efforts  to  entice  small  employers 
to  purchase  health  insurance  for  their  employees  is:  why  don't  they  work?  Some  em- 
ployers reported  that  they  feared  the  state  governments  would  retract  the  subsidies. 
As  evidenced  by  what  subsequently  happened  in  Maine,  Michigan,  and  Wisconsin, 
they  were  right.  Although  the  projects  did  not  test  whether  subsidies  greater  than 
50  percent  would  achieve  a  better  response,  these  would  be  costly  for  government 
and,  based  on  the  experience  outlined  in  this  testimony,  probably  disappointing  as 
well. 

It  could  be  argued  that,  had  the  RWJF  Health  Care  for  Uninsured  projects  oper- 
ated in  a  more  reformed  environment  with  insurance  market  reforms  and  purchas- 
ing cooperatives  at  least  for  small  firms,  enrollment  might  have  been  higher.  But 
the  fact  that  uninsured  workers  in  small  firms  are  primarily  low-wage  workers 
means  that  they  require  heavy  subsidizes.  As  a  result,  there  is  little  evidence  that 
voluntary  efforts  alone  can  resolve  the  uninsured  problem. 

Given  these  and  other  results  cited  in  this  testimony,  it  is  easy  to  understand  why 
states  have  moved  on  to  initiate  more  comprehensive  health  care  reforms.  While 
there  are  unique  circumstances  in  each,  together  the  states  face  continued  esca- 
lation in  health  care  costs,  an  increasing  number  of  uninsured  as  private  insurance 
covers  fewer  workers  and  their  families,  and  a  recognition  that  the  incremental 
steps  reported  here  together  with  Medicaid  expansion  were  not  going  to  achieve  the 
goal  of  universal  access. 

So,  given  how  difficult  it  will  be  to  achieve  universal  coverage,  I  would  like  to  con- 
clude with  a  comment  on  why  it  is  so  important.  Personally,  I  would  hope  that  our 
country  can  at  last  make  this  commitment  to  all  of  its  citizens  because  it  is  simply 
the  right  thing  to  do.  But  it  is  important  also  for  the  practical  reason  that  effective 
cost  control — through  managed  competition,  explicit  expenditure  limits,  or  a  version 
of  both— requires  a  system  of  universal  coverage  without  free  riders. 
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Table  1 

Relative  Importance  of  Reasons  Small  Employers 

Give  for  Not  Offering  Health  Insurance 


Cost: 

Rank 

Too  Expensive 

1 

Firm  Not  Sufficiently  Profitable 

4 

Workforce  Considerations: 

Many  Employees  Insured  Elsewhere 

2 

Employees  Can  Be  Hired  Without  Providing  Insurance 

3 

Employees  Don't  Want  It 

5 

High  Employee  Turnover 

8 

Insurance  Market: 

Cannot  Find  An  Acceptable  Plan 

6 

Company  Turned  Down:  Too  Small 

7 

Lack  of  Information/Difficulty  Judging  Plans 

9 

Employees  Cannot  Qualify:  Pre-existing  Conditions 

10 

Company  Turned  Down:  Type  of  Business 

11 

Source:  Alpha  Center.    Reprinted  from  W.D.  Helms,  et  ah,  "Mending  the  Flaws  in  the  Small  Group 
Market,"  Health  Affairs,  (Summer  1992)  8-27. 
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Table  3 
Enrollment  and  Firm  Size,  June  1993 


|  Project* 

Months 
Enrolling 

Lives 
Enrolled 

Firms 
Enrolled 

Average 
Firm  Size 

Average 
Group  Size 

Arizona 

65 

7,704 

2,316 

n/a 

3.3 

Maine 

54 

858 

326 

2.4 

4.0 

Washington 

53 

23.541 

n/a 

n/a 

n/a 

Tennessee 

50 

730 

189 

2.0 

3.9 

Florida 

48 

12.410 

2,859 

2.3 

4.3 

Colorado" 

45 

7,071 

720 

4.5 

9.9 

Utah 

44 

1,823 

311 

2.5 

6.0 

Alabama 

38 

193 

30 

3.8 

6.4 

Totals 

54,330 

6,751 

Avg  2.7 

Avg  4.6 

•Does  not  include  projects  in  Michigan  and  Wisconsin,  which  ended  in  March  and  June 

1991,  respectively. 

••Data  for  SCOPE  program  in  Colorado  as  of  12731/93 


Chart  1 

Market  Penetration  of  HCUP-Sponsored 

Plans  for  Firms  and  Employees,  1991 
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Prepared  Statement  of  Mary  Nell  Lehnhard 

Mr.  Chairman,  and  members  of  the  committee,  I  am  Mary  Nell  Lehnhard,  Senior 
Vice  President,  of  the  Blue  Cross  and  Blue  Shield  Association,  the  coordinating  or- 
ganization for  the  69  independent  Blue  Cross  and  Blue  Shield  Plans.  Collectively, 
the  Plans  provide  health  benefits  protection  for  about  68  million  people.  I  appreciate 
the  opportunity  to  testify  before  you  on  the  need  to  move  forward  with  insurance 
reform.  We  believe  reform  is  needed.  It  is  needed  now. 

Insurance  reform  holds  the  foundation  to  solving  the  twin  dilemma  that  is  at  the 
heart  of  the  national  debate  over  health  care  reform:  controlling  costs  without  di- 
minishing quality  and  achieving  universal  coverage.  Although  insurance  reform  is 
not  the  entire  solution  to  either  of  these  problems,  it  is  a  necessary  part  of  the  solu- 
tion to  both.  We  must  also  move  ahead  with  other  needed  reforms  that  will  provide 
more  secure  health  care  coverage  for  all  Americans. 

BLUE  CROSS  AND  BLUE  SHIELD  SUPPORTS  INSURANCE  REFORM 

Insurance  reform  is  the  foundation  for  comprehensive  federal  health  care  reform. 
It  will  require  health  insurers  and  health  care  providers  to  manage  the  trans- 
formation of  an  industry  that  accounts  for  one  out  of  every  seven  dollars  of 
consumer  spending,  and  more  than  eight  million  jobs.  Make  no  mistake,  however, 
this  transformation  is  already  underway.  Private  insurers,  employers,  health  care 
providers,  and  consumers  are  ahead  of  government  in  changing  the  way  we  do  busi- 
ness to  address  the  needs  of  a  changing  market.  States  are  moving  ahead  with  re- 
form efforts  of  their  own.  It  is  time  for  the  federal  government  to  join  the  effort  to 
build  a  health  care  system  for  the  twenty-first  century. 

Blue  cross  and  Blue  Shield  Plans,  along  with  many  other  insurers  and  health 
plans,  are  already  moving  on  the  development  of  new  products  to  better  manage 
costs  and  offer  better  value  to  subscribers.  We  are  developing  new  partnerships  with 
providers  that  for  the  first  time  create  strong  incentives  to  control  costs  and  improve 
quality.  We  are  developing  and  adopting  new  standards  for  administrative  sim- 
plification and  electronic  data  interchange  that  will  lay  the  groundwork  for  the  "in- 
formation super-highway"  of  the  future.  We  are  developing  and  applying  new  meth- 
ods of  using  data  to  manage  costs  and  quality.  Federal  health  care  reform  can  sup- 
port these  efforts  by  establishing  a  high,  uniform  standard  of  accountability  for  all 
health  plans.  Delaying  federal  reform  could  needlessly  dampen  the  pace  of  change 
in  the  private  sector.  Strong  federal  action  will  maintain  the  pace  of  reform. 

We  believe  that  the  best,  most  effective  strategy  to  contain  costs  while  still  meet- 
ing the  needs  of  patients  and  consumers  is  the  enactment  of  reforms  that  will  per- 
mit true  price  competition — for  the  first  time — in  the  financing  and  delivery  of 
health  care  in  this  country.  Price  competition— not  price  controls — will  result  in 
lower  costs  and  better  quality. 

FEDERAL  STANDARDS  TO  REFORM  THE  INSURANCE  MARKET 

We  believe  strict  federal  standards  for  the  market  conduct  of  insurers  is  the  first 
and  most  important  step  toward  reshaping  the  health  care  market — and  assuring 
fairness  to  consumers.  New  standards  for  health  insurers  both  would  guarantee  the 
availability  of  insurance  for  all  and  bring  about  real  price  competition  for  the  first 
time  in  the  financing  and  delivery  of  health  care.  These  standards  must  be  the  same 
in  all  states.  Federal  standards  defining  an  accountable  health  plan  should: 

1.  Require  Accountable  Health  Plans  to  accept  everyone  regardless  of  their  health 
status  or  employment; 

2.  Prohibit  Accountable  Health  Plans  from  dropping  people  or  groups  when  some- 
one gets  sick,  and  require  insurers  to  offer  continued  coverage  when  a  person  loses 
his  or  her  job; 

3.  Strictly  limit  the  length  and  use  of  waiting  periods  for  pre-existing  conditions 
and  prohibit  them  entirely  for  people  who  have  been  continuously  covered; 

4.  Require  Accountable  Health  Plans  to  offer  a  limited  number  of  standardized 
benefit  designs  that  will  allow  consumers  to  easily  compare  products  without  having 
to  worry  about  the  "fine  print"; 

5.  Require  Accountable  Health  Plans  to  set  premiums  fairly  and  not  penalize  peo- 
ple who  are  sick  or  older; 

6.  Require  Accountable  Health  Plans  to  comply  with  requirements  for  administra- 
tive simplification,  including  increased  reliance  on  electronic  data  interchange  and 
use  of  uniform  claim  forms;  and, 

7.  Require  Accountable  Health  Plans  to  provide  consumers  with  standardized  data 
on  a  health  plan's  quality  of  care  and  subscriber  satisfaction  rating  to  enable  con- 
sumers to  select  a  health  plan  based  on  quality  and  service,  in  addition  to  price. 
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These  strict  standards  should  be  established  by  federal  reform  and  enforced  by 
the  states.  They  must  apply  not  only  to  insurers  and  health  maintenance  organiza- 
tions, but  also  to  self-funded  plans.  Self-funded  plans  must  play  by  the  same  rules 
and  be  held  to  the  same  standards  as  accountable  health  plans.  These  federal  stand- 
ards would  require  all  health  plans  to  compete  fairly.  State  enforcement  is  needed 
to  accommodate  the  widely  varying  needs  of  very  diverse  communities. 

I  cannot  emphasize  strongly  enough  the  significant  impact  that  insurance  reform 
will  have  on  carrier  practices  and  costs.  The  types  of  insurance  reforms  that  I  will 
discuss  move  the  market  toward  competition  based  on  price,  quality  and  service, 
and  away  from  competition  based  on  risk  selection.  Risk  selection  undermines  true 
price  competition  in  health  care.  Under  today's  rules,  it  is  easier  for  many  insurers 
and  HMOs  to  hold  down  costs  by  screening  out  high  risk  subscribers  than  by  man- 
aging overall  health  care  costs.  Many  insurers,  if  they  have  the  choice,  will  invest 
in  efforts  to  avoid  high  risk  subscribers  rather  than  invest  in  efforts  to  manage  cost. 
Insurance  reform  will  put  an  end  to  these  practices,  and  will  require  health  plans 
to  compete  on  the  basis  of  their  ability  to  manage  costs  and  improve  quality. 

By  itself,  however,  insurance  reform  cannot  achieve  universal  coverage.  And  with- 
out universal  coverage,  the  full  benefits  of  insurance  reform  will  not  be  realized.  We 
believe  that  some  combination  of  individual  and  employer  responsibility  would  be 
necessary  to  achieve  universal  coverage. 

Similarly,  insurance  reform  sets  the  stage  for  true  price  competition,  but  changes 
in  the  tax  treatment  of  employer  contributions  for  health  benefits  are  needed  to 
strengthen  the  incentives  for  employers,  employees  and  individuals  to  weigh  price 
more  carefully  when  selecting  a  health  plan.  As  price  becomes  more  important  to 
employer  and  employee  consumers,  health  plans  will  make  greater  efforts  to  find 
more  effective  ways  of  managing  costs. 

MAKING  THE  TRANSITION  TO  ACCOUNTABLE  HEALTH  PLANS 

Insurance  reform  will  require  fundamental  changes.  It  will  not  occur  overnight. 
It  will  require  health  plans  and  others  to  develop  new  ways  of  doing  business.  It 
is  critical  that  the  transition  period  move  steadily  and  swiftly,  but  in  an  orderly 
way,  to  a  restructured  health  care  delivery  system. 

The  changes  that  reform  will  bring  about  will  challenge  health  plans  and  consum- 
ers. A  transition  period  is  needed  to  allow  both  to  meet  the  challenge: 

1.  Health  plans  will  have  to  modify  their  benefit  design  to  comply  with  the  re- 
quirement for  a  standard  benefit  product  and  to  adjust  their  premium  to  reflect  the 
new  benefit  level.  To  implement  these  changes  health  plans  will  need  to  educate 
consumers,  develop  a  new  rate  structure,  and  obtain  any  necessary  regulatory  ap- 
provals. 

2.  Health  plans  will  need  time  to  phase  in  community  rating  for  those  segments 
of  the  market  that  are  covered  under  a  community  rating  requirement.  We  strongly 
recommend  that  a  community  rate  requirement,  with  narrow  bands  for  demographic 
adjustments,  should  be  applied  to  groups  up  to  size  100.  Until  universal  coverage 
is  achieved,  there  should  be  a  separate  rate  pool  for  the  individual  market  that  is 
subject  to  the  same  rules.  Many  health  care  reform  bills  call  for  formation  of  health 
purchasing  cooperatives  or  alliances  to  pool  purchasing  power.  It  is  not  the  alliance 
that  pools  purchasing  power,  it  is  the  requirement  that  all  health  plans  must  use 
community  rating  to  develop  their  premiums. 

As  the  use  of  experience  rating  is  phased  out,  some  groups  will  receive  premium 
rate  increases  and  others  will  receive  decreases.  Health  plans  need  a  reasonable 
amount  of  time  to  "spread"  the  changes  in  premiums  so  that  groups  and  individuals 
can  absorb  the  shock  of  premium  rate  increases. 

3.  Because  health  plans  will  be  competing  directly  on  the  basis  of  their  ability  to 
manage  costs,  and  not  on  the  basis  of  benefit  design  or  risk  selection,  they  will  need 
to  develop  and  implement  new  strategies  to  manage  costs.  These  strategies  will  in- 
clude products  that  rely  on  tighter  networks  of  providers,  new  risk-sharing  arrange- 
ments with  providers,  and  new  techniques  to  manage  utilization.  To  implement 
these  changes,  health  plans  will  need  to  renegotiate  contracts  with  providers  and 
educate  current  subscribers. 

4.  A  health  plan  will  have  to  anticipate  how  consumer  behavior  will  change  as 
a  result  of  changes  in  both  the  products  it  offers  and  the  number  and  types  of  prod- 
ucts offered  by  competitors.  It  will  be  particularly  difficult  to  predict  consumer  be- 
havior if  reform  expands  the  ability  of  individuals  to  select  their  own  health  plan. 
Moreover,  health  plans  will  have  to  anticipate  how  consumers  will  behave  in  a  mar- 
ket with  strict  new  rules  that  change  options  that  are  available  (e.g.,  standardized 
benefits,  guaranteed  issue,  community  rating  requirements,  and  requirements  to 
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offer  coverage  in  all  market  segments),  and  that  includes  both  new  competitors  and 
established  competitors  who  are  bringing  their  own  new  products  to  the  market. 

5.  The  state  will  need  time  to  develop  and  test  a  potential  risk  adjustment  mecha- 
nism. Prior  to  using  a  risk  adjuster,  the  state  will  need  to  gain  experience  and  de- 
termine the  impact  on  premiums.  And  health  plans  will  need  to  evaluate  the  impact 
that  risk  adjustment  will  have  on  their  premiums. 

We  believe  the  transition  should  be  designed  to  avoid  unnecessary  uncertainty,  to 
allow  health  plans  and  providers  to  concentrate  on  the  redesign  of  their  health  care 
delivery  and  financing  arrangements,  to  implement  the  new  standardized  benefit 
packages  and  to  prevent  gaming  by  health  plans  that  wish  to  secure  a  competitive 
advantage  in  the  market  through  risk  selection.  Health  plans  need  the  transition 
period  for  the  following  activities: 

•  Development  of  organized  delivery  systems.  A  significant  period  of  time  will  be 
needed  for  health  plans  to  develop  organized  delivery  systems  in  order  to  be 
competitive  or  reorganize  their  existing  delivery  systems. 

•  Development  of  standardized  benefit  packages.  A  significant  period  of  time  will 
be  needed  to  modify  all  existing  benefit  packages,  educate  consumers  and  pro- 
viders, re-rate  the  products  and  redesign  all  marketing  and  explanatory  mate- 
rials. 

•  Move  to  community  rating.  Health  plans  should  be  allowed  a  reasonable  period 
of  time  to  phase-in  community  rating  with  narrow  demographic  bands  in  the 
small  group  and  individual  markets.  During  the  transition  period  to  universal 
coverage,  health  plans  should  be  allowed  to  set  separate  community  rates  for 
individuals  and  small  groups. 

While  a  transition  period  is  necessary  to  implement  some  provisions  of  reform,  we 
believe  certain  other  provisions  should  have  a  relatively  short  implementation  pe- 
riod: 

•  Guaranteed  issue.  Within  a  relative  short  time  after  enactment,  health  plans 
should  be  required  to  offer  their  small  group  coverage  on  a  guaranteed  issue 
basis,  that  is,  without  regard  to  health  status  or  claims  experience.  Within  a 
somewhat  longer  period,  all  health  plans  should  be  required  to  offer  their  indi- 
vidual coverage  on  a  guaranteed  issue  basis.  It  is  important  to  recognize  that 
guaranteed  issue  requires  the  enactment  of  reform  that  will  result  in  universal 
coverage.  In  the  absence  of  such  requirements,  over  time,  risk  selection  will  be 
more  difficult  to  control. 

•  Guaranteed  renewal.  Immediately  Upon  enactment,  all  health  plans  should  be 
prohibited  from  canceling  coverage  for  reasons  related  to  a  individual's  or 
group's  health  status  or  claims  experience. 

•  Limits  on  preexisting  condition  waiting  periods.  Immediately  upon  enactment, 
all  health  plans  should  be  limited  in  their  ability  to  impose  pre-existing  condi- 
tion waiting  periods  on  new  subscribers.  These  waiting  periods  should  be  lim- 
ited to  6  months  for  conditions  existing  in  the  previous  6  months. 

•  Information.  Immediately  upon  enactment,  all  health  plans  should  be  required 
to  report  information  needed  by  the  states  to  monitor  costs,  implement  com- 
prehensive reform,  and  develop  a  risk  adjuster. 

•  Benefit  package.  Immediately  upon  enactment,  all  health  plans  should  be  re- 
quired to  maintain  their  current  level  of  benefits.  Health  plans  should  have  an 
adequate  period  to  develop  the  capability  to  offer  the  standardized  benefit  pack- 
ages. 

We  are  excited  by  the  prospect  of  federal  reform  that  will  finally  put  an  end  to 
competition  based  on  risk  selection  and  make  it  possible  for  health  plans  to  compete 
fairly  on  the  basis  of  their  ability  to  manage  costs  and  improve  quality.  We  strongly 
support  such  reform.  The  time  to  act  is  now. 


Prepared  Statement  of  William  P.  Link 

Mr.  Chairman  and  members  of  the  Committee,  thank  you  for  the  opportunity  to 
testify  today  on  the  issue  of  health  care  reform  and  the  role  that  insurance  market 
reforms  can  play  in  achieving  meaningful  change  to  the  system. 

My  name  is  William  P.  Link;  I  am  Chairman  and  Chief  Executive  Officer  for 
Group  Operations  of  The  Prudential  Insurance  Company  of  America.  I  am  here 
today  on  behalf  of  the  Alliance  for  Managed  Competition  ("AMC"),  a  coalition  of  five 
managed  care  companies  working  towards  comprehensive  health  care  reform.  The 
AMC  members,  Aetna,  CIGNA,  Metropolitan,  The  Prudential,  and  The  Travelers, 
collectively  provide  health  coverage  to  over  60  million  Americans. 
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First  and  foremost,  I  want  to  tell  you  that  The  Prudential  and  the  AMC  believe 
our  health  care  system  must  be  changed;  this  was  the  purpose  for  the  AMC's  forma- 
tion. Since  its  inception,  the  AMC  has  supported  comprehensive  health  care  reform 
legislation  that  would: 

•  Eliminate  preexisting  condition  limitations,  "cream  skimming"  and  "cherry-pick- 
ing" underwriting  practices; 

•  Make  coverage  portable; 

•  Prohibit  cancellation  of  coverage  due  to  illness; 

•  Maintain  a  choice  of  providers; 

•  Reduce  unnecessary  paperwork  and  hassle  in  the  system; 

•  Establish  a  standard  benefit  package; 

•  Expand  preventive  care; 

•  Reform  the  medical  malpractice  system; 

•  Establish  purchasing  pools  for  small  business  to  increase  access  at  reduced  cost 
for  all  Americans;  and 

•  Emphasize  network-based  delivery  systems  and  use  of  health  care  quality  and 
outcomes  measures 

As  you  know,  there  is  no  easy  way  to  meet  all  the  goals  for  reform  of  our  health 
care  system.  But  we  must  change  the  way  we  provide  health  care — away  from  risk 
selection  to  risk  management,  and  we  represent  that  change.  A  revolution  is  already 
underway  in  the  marketplace  among  employers,  individuals,  providers,  and  our 
business.  This  is  the  movement  towards  managed  care.  We  already  see  that  in  1992 
51%  of  all  employees  with  employer-provided  coverage  are  in  network-based  delivery 
systems,  up  from  28%  in  1988 — almost  double  in  four  years.  Enrollment  in  HMOs 
has  more  than  quadrupled  in  the  last  12  years — now  totaling  nearly  45  million  indi- 
viduals. Overall,  enrollment  in  managed  care  has  increased  to  90  million — eight 
times  the  level  of  just  10  years  ago.  This  shift  in  the  market  is  starting  to  have  an 
impact  on  health  care  inflation.  The  Bureau  of  Labor  Statistics  data  shows  the  rate 
of  health  care  inflation  steadily  declining  from  nearly  10%  in  1990  to  just  over  5% 
in  1993.  From  our  personal  experience,  the  results  are  more  dramatic  in  some  areas 
of  the  country,  where  plans  are  actually  seeing  real  decreases  in  their  premiums. 

Health  care  reform  can,  and  should,  expedite  these  positive  changes  that  are  oc- 
curring every  day  across  this  country.  The  migration  to  managed  care  is  having  a 
demonstrable  and  positive  impact  on  health  care  costs  and  health  care  quality,  and 
our  surveys  show  consumers  like  what  they  get.  Market  forces  are  driving  health 
plans  to  compete  on  the  basis  of  providing  high  quality,  cost  effective  care  that 
meets  high  consumer  satisfaction  standards.  A  number  of  the  reform  proposals  be- 
fore the  Congress  recognize  this,  and  we  encourage  and  support  reform  that  will  en- 
hance the  benefits  of  market  competition. 

Concerning  the  subject  of  today's  hearing,  an  integral  part  of  any  legislation  must 
be  insurance  market  reforms.  All  of  the  major  health  system  reform  proposals  in- 
clude changes  that  were  first  introduced  by  Senators  Lloyd  Bentsen,  then  Chairman 
of  this  committee,  and  Dave  Durenberger  in  1991  to  address  major  insurance  mar- 
ket distortions.  This  legislation  was  passed  twice  by  the  Senate  in  1992. 

The  essential  goal  of  insurance  market  reform  must  be  to  link  the  delivery  and 
financing  of  health  care  and  to  establish  a  market  where  health  plans: 

•  compete  on  the  basis  of  managing  care,  not  avoiding  bad  risks; 

•  compete  on  the  basis  of  efficiency  and  cost-effectiveness;  and 

•  compete  on  the  basis  of  spreading  risk,  containing  cost,  and  improving  quality. 

The  major  distortions  in  today's  market  occur  with  small  groups  and  individuals. 
The  large  group  market,  by  contrast,  has  made  significant  progress,  succeeding  both 
to  control  costs  and  to  maintain  high  quality  care.  The  focus  of  market  reforms 
should  be  the  small  group  market,  with  the  goal  of  providing  that  segment  of  the 
market  with  the  same  tools  available  today  to  large  groups.  An  integral  part  of  the 
effort  must  include  creating  a  more  efficient  means  of  organizing,  marketing,  and 
distributing  insurance  for  small  groups  through  health  plan  cooperatives. 

"Health  security"  for  all  individuals  in  small  or  large  groups  can  be  achieved 
through  insurance  market  reforms  that  make  health  coverage  portable  and  secure. 
The  AMC  supports  key  market  reforms  that  include: 

•  Community  Rating.  All  health  plans  must  spread  the  cost  of  care  across  their 
entire  population.  Good  public  policy  should  permit  adjustments  for  certain  de- 
mographics. 

•  Standard  Benefits.  Health  plans  must  compete  on  the  basis  of  cost  and  quality, 
and  not  benefit  selection. 
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•  Antidiscrimination.  No  health  plan  should  deny  coverage  to  an  individual  on 
the  basis  of  health  status  or  medical  history. 

•  Preexisting  Conditions.  Once  individuals  are  in  the  system,  whether  they 
change  jobs,  become  unemployed,  or  experience  any  other  change  in  cir- 
cumstances, they  should  not  have  to  satisfy  a  preexisting  condition  exclusion. 
The  use  of  a  limited  preexisting  condition  exclusion  can  serve  as  a  powerful  in- 
centive for  individuals  to  become  members  of  a  health  plan  rather  than  wait 
until  they  become  ill.  We  need  to  be  conscious  of  individuals  who  choose  not  to 
enter  the  system  until  they  need  medical  care  and  "free  ride"  on  the  system, 
raising  costs  for  others  who  have  acted  more  responsibly. 

•  Guaranteed  Renewability.  A  health  plan  must  not  be  permitted  to  terminate 
coverage  at  renewal  for  any  reason  except  for  nonpayment  of  premiums,  mis- 
representation, or  fraud,  or  if  the  health  plan  leaves  the  market. 

•  Guaranteed  Availability.  A  health  plan  must  accept  all  eligible  individuals  who 
wish  to  enroll  in  the  plan  subject,  however,  to  reasonable  limits  due  to  financial 
or  provider  capacity. 

As  I  outlined  initially,  there  are  a  host  of  other  changes  we  support.  Changing 
the  insurance  market  incentives  however,  must  focus  not  only  on  the  supply-side — 
the  provider  and  delivery  system — but  also  on  the  demand-side  of  the  market.  We 
support  changes  in  the  tax  treatment  of  employer-provided  health  benefits  for  em- 
ployees that  will  make  consumers  more  conscious  of  the  cost  and  relative  value  of 
health  care,  and  will  make  consumers  price  sensitive  to  health  plan  premiums. 

I  want  to  comment  briefly  on  one  other  issue  relating  to  insurance  reforms.  The 
changes  we  have  recommended  will  only  work  if  health  plans  are  financially 
healthy.  The  solvency  and  capital  standards  developed  by  the  States  are  a  necessary 
means  to  assure  financial  stability  and  to  protect  consumers. 

Finally,  we  have  concerns  that  some  of  the  proposals  currently  under  consider- 
ation will  impede  true  reform  that  is  already  occurring  in  the  market  place. 

Our  first  concern  is  with  premium  and  budget  caps.  We  understand  that  the  goal 
of  both  is  to  ensure  that  costs  are  reduced.  But  these  provisions  are  fundamentally 
inconsistent  with  achieving  long  term,  real  savings  in  our  medical  system.  Virtually 
all  health  economists  agree  that  one  key  to  real  savings  is  to  reduce  unnecessary 
medical  treatments  and  provide  only  the  services  that  are  proven  to  work,  as  docu- 
mented by  outcomes  data.  Another  key  is  to  educate  and  encourage  individuals  to 
be  informed  purchasers  of  care.  Premiums  caps  will  not  do  this. 

Managed  care,  however,  does.  But  managed  care  has  not  achieved  universal  mar- 
ket penetration,  and  any  artificial  price  restrictions  will  significantly  impede  its  de- 
velopment and  destroy  the  gains  that  have  been  realized.  Significant  investment  is 
required  to  build  the  managed  care  infrastructure  needed  for  effective  health  care 
reform.  We  estimate  that  $93  billion  will  be  needed  across  the  U.S.  by  managed  care 
companies  to  build  new  primary  care  facilities,  to  expand  provider  networks,  to  pro- 
vide new  medical  and  information  technology,  to  continuously  improve  quality  man- 
agement and  member  services,  and  to  maintain  required  reserves  and  working  cap- 
ital. 

The  capital  required  to  build  this  infrastructure  will  not  be  available  if  premium 
caps  are  imposed.  Today's  investors  will  not  continue  to  put  capital  in  an  industry 
that  carries  the  risk  of  artificial  and  politically  set  price  restraints.  There  was  dra- 
matic evidence  of  this  in  1993.  Nine  managed  care  companies  lost  over  $7  billion 
in  market  capitalization  over  a  two-week  period  (February  4,  1993  to  February  22, 
1993) — just  in  response  to  reports  that  price  controls  were  to  be  imposed. 

Managed  care  already  is  beginning  to  control  costs,  and  is  becoming  even  more 
effective  in  this  role.  As  we  stated  at  the  outset,  legislation  should  enhance  this  ca- 
pability, not  cut  it  off. 

Our  second  concern  is  with  unnecessarily  large  and  overly  regulatory  Regional 
Health  Alliances.  We  support  pooling  individuals  and  small  employers  to  take  ad- 
vantage of  economies  of  scale  in  administering  plans.  However,  some  proposals  call 
for  alliances  so  big  (employers  with  5,000  employees),  and  with  so  much  regulatory 
power,  that  the  alliances  would  undermine  the  very  competition  that  is  so  essential 
to  health  care  reform. 

If  every  employer  up  to  5,000  employees  is  forced  to  join  an  alliance,  health  care 
for  the  vast  majority  of  the  American  population  would  be  controlled  by  such  alli- 
ances. We  are  talking  about  98%  of  employers  and  70%  of  employees.  Small  em- 
ployer alliances  could  enhance  market  efficiency,  but  large  employer  alliances  would 
dominate  markets,  stifling  competition  and  innovation.  We  would  no  longer  have  the 
benefit  of  the  current  efforts  of  large  employers  to  improve  health  care  quality  and 
cost-effectiveness  since  employers'  costs  would  no  longer  be  tied  to  their  own  experi- 
ence, but  to  that  of  the  entire  alliance.  Also,  employees  of  medium  and  large  employ- 
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ers  would  be  forced  to  change  the  health  coverage  they  enjoy  today,  negating  suc- 
cessful past  efforts  to  improve  quality  and  cost-effectiveness. 

Some  recommended  alliance  structures  go  way  beyond  addressing  real  problems 
in  the  system.  They  seek  to  "fix"  what  is  not  broken — coverage  in  the  medium  to 
large  size  employer  market — and  this  is  precisely  what  the  President  has  said  we 
should  not  do.  Employees  in  this  market  are  well  served  by  these  plans.  Instead, 
we  need  to  focus  on  what  is  broken  and  remedy  it.  Let's  design  health  alliances  for 
the  small  employer.  And  let's  focus  on  how  to  encourage  and  support  continuing  em- 
ployer innovation  in  employee  satisfaction,  cost  and  quality  management. 

Third,  we  are  concerned  with  proposals  that  would  politicize  and  bureaucratize 
the  health  care  system.  Health  reform  represents  a  complex  restructuring  of  one- 
seventh  of  the  U.S.  economy.  Some  proposals  will  cost  jobs;  result  in  rationing  with- 
out agreed  upon  standards;  and  disrupt  the  health  care  of  many  Americans. 

In  conclusion,  I  want  to  thank  you  for  this  opportunity  to  present  this  testimony. 
We  support  comprehensive  and  meaningful  reform.  We  believe  that  insurance  mar- 
ket reforms  are  a  key  element  in  accomplishing  this  goal.  They  will  help  to  move 
the  market  away  from  one  based  on  risk  selection  to  a  market  where  we  compete 
on  our  ability  to  manage  risk.  Health  care  reform  is  essential  and  The  Prudential 
and  the  Alliance  for  Managed  Competition  are  committed  to  its  achievement.  We 
look  forward  to  the  day  when  all  Americans  will  have  access  to  the  protection  they 
need  from  unforeseen  health  costs,  and  all  Americans  can  make  an  informed  choice 
about  their  coverage  based  on  quality,  access  and  cost. 


[Submitted  by  Senator  Moynihan] 

Mutual  of  Omaha, 
Omaha,  NE,  February  17,  1994. 

Hon.  Daniel  Moynihan, 
U.S.  Senate, 
Washington,  DC. 

Dear  Senator  Moynihan:  I  understand  that  during  testimony  recently  before  the 
Finance  Committee,  Salvatore  Curiale,  Superintendent  of  the  New  York  Insurance 
Department,  reported  there  has  not  been  a  mass  exodus  of  insurers  or  policy  holders 
from  the  insurance  marketplace  as  a  result  of  New  York  State's  recently  enacted 
health  insurance  reform.  Mutual  of  Omaha  would  like  to  correct  the  record. 

In  April  of  1993,  the  state  of  New  York  instituted  legislation  requiring  both  indi- 
vidual and  small  group  insurers  to  (a)  provide  health  insurance  coverage  to  anyone 
who  wanted  it,  regardless  of  health  status,  and  (b)  charge  all  persons  the  exact 
same  premium  for  this  coverage.  According  to  the  National  Underwriter  (February 
22  and  April  12,  1993  editions),  ten  of  twenty-four  small  group  insurance  carriers 
left  the  New  York  market  because  of  the  law.  The  withdrawal  displaced  49,576 
small  business  policyholders  (Best's  Insurance  Management  Reports  March  15, 
1993). 

As  a  result  of  this  new  law,  premiums  increased  for  about  59%  of  persons  insured 
with  Mutual  of  Omaha  individual  health  policies.  Even  the  New  York  Department 
of  Insurance  reported  that,  as  a  result  of  pure  community  rating,  rates  for  a  single 
male,  age  30,  increased  by  170  percent. 

From  April  to  November  1993,  the  number  of  Mutual  of  Omaha  individual  policies 
in  New'  York  dropped  by  over  30%.  We  contacted  over  450  persons  who  dropped 
their  Mutual  of  Omaha  policies.  They  told  us  they  couldn't  afford  it  anymore,  so 
most  of  those  people  went  uninsured.  Unfortunately,  over  half  of  the  persons  who 
dropped  their  coverage  were  under  age  35,  which  does  not  bode  well  for  the  rest 
of  the  people  left  in  the  insurance  pool.  If  only  the  older  and  sick  persons  stay,  pre- 
mium costs  will  increase. 

We  are  not  suggesting  that  we  forget  about  health  care  reform,  only  that  insur- 
ance reforms  must  occur  in  the  same  direction  and  degree  as  universal  coverage. 
Mutual  of  Omaha  supports  comprehensive  health  care  reform  including  insurance 
market  reforms,  voluntary  alliances  and  guaranteed  access  accomplished  through 
universal  coverage.  However,  we  believe  our  real  life  New  York  experience  shows, 
without  a  question,  what  happens  to  consumers  when  insurance  reforms  are  imple- 
mented in  a  community  rating  setting  without  either  an  individual  or  employer 
mandate.  We  would  strongly  caution  against  adopting  such  an  approach  at  the  fed- 
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eral  level  without  considering  the  impact  on  your  constituents.  Please  call  me  or  Bill 
Mattox  at  (202)393-6200  if  we  can  be  of  assistance  to  you. 

Sincerely, 

John  W.  Weekly 

New  York  Life  Insurance  Company, 

Washington,  DC,  March  2,  1994. 

Hon.  Daniel  Patrick  Moynihan, 
U.S.  Senate, 
Washington,  DC 

Att:  Ms.  Donna  Ridenour 

Dear  Senator  Moynihan:  When  New  York  Superintendent  of  Insurance  Salvatore 
Curiale  testified  before  the  Senate  Finance  Committee  on  February  2,  he  used  a  hy- 
pothetical example  involving  New  York  Life  which  we  would  like  to  clarify  for  the 
record.  We  request  that  this  letter  be  inserted  in  the  official  record  of  the  hearing. 

In  illustrating  a  point  about  the  need  for  a  risk  adjustment  mechanism  in  a  guar- 
anteed issue  environment,  Mr.  Curiale  used  a  hypothetical  example  involving  the 
Gay  Men's  Health  Crisis  Center  and  New  York  Life.  We  believe  the  Superintend- 
ent's comments  were  illustrative  and  were  not  meant  to  indicate  that  New  York  Life 
engaged  in  any  improper  activity  and  we  are  not  aware  of  any  basis  in  fact  for  his 
reference  to  New  York  Life  in  that  context. 

New  York  Life  and  its  Foundation  have  had  an  active  and  ongoing  commitment 
to  supporting  programs  in  the  AIDS-related  area  in  which  organizations  such  as  the 
Gay  Men's  Health  Crisis  Center  are  also  involved.  In  addition,  our  Chairman,  Harry 
Hohn,  currently  chairs  both  INSURE,  an  industry-funded  foundation  that  makes 
grants  to  community-based  organizations  engaged  in  AIDS  prevention  and  edu- 
cation programs  for  adolescents,  and  NCAP  (the  National  Community  AIDS  Part- 
nership), now  the  largest  national  funding  organization  providing  resources  to  local 
communities  for  HIV  and  AIDS  care  and  prevention. 

Because  of  our  commitment  to  programs  such  as  these  and  our  presence  in  the 
New  York  City  community,  we  want  to  avoid  any  misperception  that  might  arise 
from  the  hypothetical  example  used  in  the  Superintendent's  testimony.  We  would 
appreciate  your  help  in  clarifying  the  formal  record  to  note  that  the  Superintendent 
did  not  mean  to  imply  that  New  York  Life  had  done  anything  improper.  We  believe 
that  insertion  of  this  letter  in  the  record  would  address  our  concerns. 

Sincerely, 

Jessie  Colgate 

Stephen  I.  Jurmu, 
Mason,  MI,  February  17,  1994. 

Senator  DANIEL  P.  MOYNIHAN, 
Committee  on  Finance, 
U.S.  Senate, 
Washington,  DC. 

Dear  Senator  Moynihan:  I  do  not  believe  that  the  United  States  is  in  the  midst 
of  a  health  care  crisis.  I  believe  that  the  United  States  has  the  finest  health  care 
delivery  system  in  the  world.  I  believe  that  it  may  be  appropriate  for  the  nation  to 
make  health  care  more  affordable  to  certain  groups  through  financial  assistance.  I 
believe  that  the  President's  proposal  for  a  socialized  system  of  medicine  is  a  bureau- 
cratic nightmare  which  will  not  achieve  any  good  purpose.  I  hope  that  you  will  use 
your  influence  to  preserve  the  private  health  care  system  and  to  rely  on  the  free- 
market  to  bring  costs  down  rather  then  socializing  the  system  as  the  President's 
proposal  would  do. 

Yours  very  truly, 

Stephen  I.  Jurmu 


Prepared  Statement  of  Senator  David  Pryor 

Mr.  Chairman,  thank  you  for  holding  today's  hearing  on  the  important  issue  of 
insurance  market  reform.  In  the  last  Congress,  this  Committee  spent  a  good  deal 
of  time  considering  this  issue.  Unfortunately,  the  insurance  market  problems  we 
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heard  about  then  remain  with  us  today.  Day  after  day,  we  continue  to  hear  about 
people  who  cannot  buy  insurance  because  of  a  preexisting  illness,  or  about  small 
businesses  for  whom  health  coverage  is  unaffordable. 

Although  the  discriminatory  insurance  industry  practices  have  not  changed  since 
the  Committee  last  visited  these  issues,  one  important  change  has  occurred.  Finally, 
we  have  a  President  who  is  exercising  his  leadership  to  fix  our  flawed  health  care 
system  and  to  guarantee  health  security  to  all  Americans.  Insurance  market  reform 
is  one  of  many  changes  we  need  to  reach  the  goal  of  affordable  health  care  for  all. 

Responding  to  high  health  care  costs  and  attempting  to  limit  their  liability,  insur- 
ance companies  have  turned  more  and  more  to  underwriting  and  marketing  prac- 
tices that  discriminate  against  small  businesses  and  individuals.  As  a  result,  many 
seeking  coverage  are  priced  out  of  the  market  or  sometimes  excluded  at  any  price. 

In  discussing  insurance  market  reform,  we  frequently  hear  about  problems  faced 
by  individuals  and  small  businesses.  A  recent  situation  faced  by  the  7,300  people 
who  purchase  their  health  insurance  through  the  Farm  Bureau  in  my  home  state 
of  Arkansas  illustrates  that  members  of  large  groups  fall  victim  to  discriminatory 
practices  as  well.  Risk  selection  in  large  groups  continues  to  price  health  insurance 
out  of  people's  reach. 

Late  last  year,  members  of  the  Arkansas  Farm  Bureau  group  received  this  infor- 
mation from  their  insurance  company: 

It  became  obvious  this  year  that  the  collective  experience  of  the  partici- 
pants in  the  Farm  Bureau  group  would  require  a  substantial  rate  increase 
in  order  to  maintain  the  actuarial  integrity  of  the  program.  However,  such 
a  rate  increase  would  have  the  effect  of  causing  younger,  healthier  partici- 
pants to  switch  to  coverage  which  they  could  obtain  elsewhere  at  more  fa- 
vorable premium  rates.  The  older,  less  healthy  group  left  would  naturally 
cause  the  experience  of  the  group  to  deteriorate,  leading  to  further  losses 
of  membership  and  further  rate  increases.  In  short,  the  program  could  not 
long  survive  in  that  fashion. 

The  resulting  policy  changes  meant  health  insurance  premiums  of  over  $24,000 
per  year  for  Robert  and  Mary  Ann  Fratesi  of  Pine  Bluff.  Premiums  for  Doris  Bouska 
of  Mountain  Home  increased  from  $2000  per  year  to  over  $13,000  per  year.  Mrs. 
Bouska  wrote,  "at  this  cost,  you  can  count  me  as  one  more  person  with  no  health 
insurance  after  30  years  in  Blue  Cross." 

The  insurer  in  this  case  argues  that  this  example  clearly  defines  the  need  for  uni- 
versal health  reform  where  everyone  is  rated  together,  and  asserts  that  their  policy 
decisions  were  forced  by  a  marketplace  where  insurance  companies  manage  risk  by 
offering  insurance  only  to  healthy  people. 

Although  insurance  market  reforms  are  a  integral  part  of  the  solution  to  our 
health  care  crisis,  market  reforms  alone  will  not  give  the  American  people  health 
security,  nor  will  they  rein  in  health  care  costs.  Mr.  Chairman,  I  look  forward  to 
working  with  you  and  our  colleagues  on  the  Committee  to  pass  comprehensive 
health  care  reform  legislation  this  year.  I  am  pleased  to  have  the  opportunity  today 
to  hear  from  our  distinguished  panel  of  witnesses. 


Communications 


Statement  of  the  National  Federation  of  Independent  Businesses 

Thank  you  for  the  opportunity  to  submit  testimony  to  the  Committee  on  Finance 
on  the  important  subject  of  health  care  reform.  Over  the  course  of  a  decade,  NFIB 
has  accumulated  much  information  on  the  health  insurance  needs  of  the  small  busi- 
ness community  and  what  they  would  like  to  see  in  a  reform  package.  We  appre- 
ciate the  opportunity  to  share  the  views  of  our  members. 

BACKGROUND 

Health  insurance  was  first  cited  as  the  number  one  problem  for  small  business 
owners  in  a  1986  NFIB  Foundation  survey,  Problems  and  Priorities.  Ever  since  that 
time,  the  cost  of  health  insurance  has  been  rated  the  number  one  small  business 
problem.  In  recent  years,  it  has  become  twice  as  critical  as  the  number  two  problem, 
"federal  taxes  on  business  income."  For  this  reason,  reform  of  the  nation's  health 
care  system  has  become  NFIB's  top  priority  issue. 

NFIB  Foundation  surveys  have  found  that  small  business  owners  view  health  in- 
surance as  the  most  important  fringe  benefit  they  make  available  to  their  employ- 
ees, both  out  of  a  sense  of  familial  obligation  and  competitive  necessity.  According 
to  NFIB  studies,  firms  that  provide  insurance  tend  to  be  the  more  stable,  more  ma- 
ture, more  profitable  firms,  and  have  more  full  time  employees  than  their  counter- 
parts that  do  not  offer  insurance.  NFIB's  member  businesses  tend  to  be  more  stable 
and  mature  than  the  general  small  business  community.  As  you  would  expect, 
therefore,  a  larger  percentage  of  them  (63%)  provide  health  insurance  as  a  fringe 
benefit  than  does  the  general  small  business  community.  Of  the  firms  that  do  not 
offer  health  insurance,  most  say  they  would  if  they  could  afford  it. 

SMALL  BUSINESS  AND  HEALTH  INSURANCE  COVERAGE 

The  question  of  how  many  employers  are  currently  providing  health  insurance 
should  be  important  to  all  those  who  are  committed  to  reforming  the  health  care 
system.  We  believe  that  understanding  how  many  employers  are  and  are  not  provid- 
ing health  benefits  for  their  employees  is  a  vital  component  in  the  health  care  de- 
bate. While  the  White  House  has  indicated  that  the  "vast  majority  of  employers  cur- 
rently provide  health  insurance  for  their  employees,"  all  the  data  we  have  seen 
paints  a  very  different  picture. 

Based  on  data  from  the  Health  Insurance  Association  of  America  (HIAA),  the  Cen- 
sus Bureau,  the  Congressional  Budget  Office,  the  U.S.  Small  Business  Administra- 
tion and  others,  we  find  that  between  40  and  45  percent  of  all  employers  provide 
health  insurance.  This  seemingly  low  percentage  is  driven  by  the  huge  number  of 
employers  with  fewer  than  five  employees  (about  3,000,0UU  firms),  of  which  only 
26%  provide  coverage. 

PERCENT  OF  FIRMS  THAT  DO  AND  DO  NOT  OFFER  HEALTH  INSURANCE  (HIAA,  1989) 

[In  percent] 


Firm  Size 


Offer 


Oo  Not  Offer 


fewer  than  5  employees 

5-9  employees  

10-24  employees  

25-49  employees  

50-99  employees  

100  or  more  employees 

(136) 


26 
54 
72 
90 
97 
99 


74 

46 

28 

10 

3 

1 


137 

PERCENT  OF  FIRMS  THAT  DO  AND  DO  NOT  OFFER  HEALTH  INSURANCE  (HIAA,  1989)— Continued 

[In  percent] 


Firm  Size 

Otter 

Do  Not  Otter 

Total                                                                      

'42 

58 

1 A  1992  HIAA  study  adjusted  this  figure  to  40%. 

Even  the  U.S.  Small  Business  Administration's  estimate  of  insurance  coverage 
states  that  53.7%  of  employers  provide  health  insurance  for  their  employees.  NFIB 
believes  this  figure  is  inflated  because  of  the  method  used  to  extrapolate  the  data 
to  the  population  as  a  whole.  But  even  if  the  SBA  figure  is  accepted  at  face  value, 
it  still  contradicts  claims  that  the  "vast  majority"  offer  health  insurance  coverage. 

The  smaller  the  firm  is,  the  less  likely  it  is  to  provide  health  insurance.  Not  only 
do  these  firms  pay  higher  administrative  costs,  but  health  insurance  premiums  rep- 
resent a  larger  percent  of  payroll  because  these  businesses  tend  to  employ  more 
marginal,  lower  wage  workers.  The  lower  the  pay  is  of  the  employee,  the  heavier 
is  the  burden  of  health  insurance  premiums. 

In  general,  we  have  found  that  cost  is  the  primary  determinant  of  the  purchase 
of  health  insurance  coverage  by  small  business  owners.  Health  insurance  is  often 
the  largest  non-wage  payroll  item  in  a  small  firm,  more  than  the  cost  of  workers' 
compensation  and  liability  insurance  combined.  Recent  polls  by  Foster  and  Higgins 
showed  a  79%  increase  in  the  cost  of  employee  coverage  over  a  four  year  period  to 
$3,968.  For  many  small  firms,  this  figure  can  be  considerably  higher.  Small  busi- 
nesses find  the  health  insurance  market  extremely  volatile  and  unpredictable,  expe- 
riencing sudden  cancellations  and  20-300%  annual  premium  increases.  They  pay 
30-40%  more  in  administrative  costs  than  their  larger  counterparts,  and  struggle 
to  find  and  retain  their  coverage.  In  order  to  keep  their  coverage,  many  have  been 
forced  to  increase  employee  cost-sharing. 

Employers  of  all  sizes  have  been  trying  to  find  ways  to  control  and  slow  rapid  and 
unpredictable  premium  increases.  Larger  firms  have  been  able  to  contain  costs  by 
self-insuring  and  moving  into  managed  care  arrangements.  Smaller  firms,  however, 
have  limited  access  to  managed  care  options  and  are  usually  unable  to  self-insure. 
As  a  result,  they  are  faced  with  expensive  state  mandates,  state  premium  taxes, 
medical  underwriting  and  higher  administrative  expenses. 

SMALL  MARKET  REFORMS 

NFIB  has  formulated  a  list  of  guiding  principles  which  we  believe  any  comprehen- 
sive reform  plan  should  follow.  Below  are  the  insurance  reform  related  components 
of  that  list.  While  the  list  is  not  all-inclusive,  it  does  represent  the  results  of  numer- 
ous surveys  of  small  business  owners  over  the  last  several  years. 

•  Insurance  company  practices  should  be  reformed  to  make  health  insur- 
ance coverage  easier  and  less  expensive  to  buy.  Being  able  to  count  on  ob- 
taining insurance  with  fairly  stable  premiums  would  enable  more  small  busi- 
ness owners  to  purchase  coverage  for  themselves  and  their  employees.  Specifi- 
cally, any  reforms  in  this  arena  should  include  elimination  of  the  preexisting 
condition  limitation,  guaranteed  access  to  policies  regardless  of  medical  condi- 
tion, guaranteed  renewal,  and  portability. 

•  Costly  state  benefit  mandates  and  anti-managed  care  laws  should  be 
preempted.  Enactment  of  certain  state  laws  have  significantly  limited  the 
availability  of  affordable  health  plans  and  discouraged  the  growth  of  managed 
care  systems.  State  mandates  alone  can  raise  the  cost  of  insurance  30  percent. 
Preempting  these  mandates  and  repealing  many  restrictive  state  anti-managed 
care  laws  would  allow  small  business  owners  easier  access  to  affordable  plans 
and  greater  access  to  cost-saving  managed  care  arrangements. 

•  A  uniform,  affordable  standard  benefits  package  should  be  developed 
in  consultation  with  business,  consumers,  and  state  and  local  govern- 
ments. However,  regardless  of  who  determines  what  is  in  a  "basic  standard 
benefits  package,"  care  must  be  taken  to  ensure  that  the  plan  is  at  a  level  nec- 
essary to  assure  adequate  coverage  and  care,  but  remains  affordable.  As  such, 
we  should  consider  the  packages  developed  by  the  most  efficient  and  cost-effec- 
tive health  maintenance  organizations.  Developing  "Fortune  500"  type  packages 
that  are  too  generous  will  price  them  out  of  the  reach  of  individuals  and  small 
business  owners. 

•  Implementing  administrative  and  paperwork  reforms.  As  much  as  one 
quarter  of  every  health  care  dollar  in  the  U.S.  goes  to  paperwork  and  adminis- 


BOSTON  PUBLIC  LIBRARY 


138      3  9999  05982  379  7 


trative  costs.  Diseconomies  of  scale  for  small  firms  mean  that  more  of  their 
health  care  dollar — usually  more  than  twice  as  much  as  large  businesses — goes 
to  cover  paperwork  and  administrative  costs.  As  such,  simplifying  paperwork  re- 
quirements and  reducing  administrative  costs  must  be  a  part  of  any  health  care 
reform.  Uniform  claims  forms  should  be  developed,  and  electronic  claims  filing, 
billing  and  enrollment  should  be  more  widely  utilized. 

•  Consumer  information  and  education  is  essential.  NFIB  strongly  believes 
that  informed  consumers  make  more  cost-conscious  decisions  relating  to  their 
health  care.  Currently,  part  of  the  reason  that  health  care  costs  have  been  going 
up  so  rapidly  is  due  to  the  fact  that  consumers  have  lost  control  of  their  buying 
power  in  the  health  care  market  because  they  are  unable  to  comparison  shop. 

•  Consumer  responsibility  is  necessary.  Most  Americans  are  shielded  from 
the  true  cost  of  their  insurance  coverage  and  the  cost  of  medical  care  largely 
because  the  premiums  are  borne  by  employers.  As  a  result,  there  is  little  or  no 
incentive  to  search  out  the  highest  quality  health  product  at  the  lowest  cost,  a 
theory  fundamental  in  the  purchasing  of  most  other  goods. 

•  Health  insurance  purchasing  groups  should  be  formed.  By  joining  to- 
gether to  purchase  health  insurance,  small  businesses  and  individuals  can  re- 
duce costs  through  administrative  savings  and  risk-sharing  While  we  have  no 
proposal  for  a  single  form  of  purchasing  group,  we  have  concerns  about  the  cre- 
ation of  mandatory  health  alliances.  Developing  multiple  and  competing  vol- 
untary purchasing  groups,  several  in  each  state,  best  serves  the  health  care 
needs  of  small  businesses  and  is  more  likely  to  instill  market  competition  to 
keep  prices  low. 

•  Self-employed  business  owners  should  be  allowed  a  permanent  100% 
tax  deduction  for  health  insurance  Premiums.  Self-employed  business 
owners  such  as  sole  proprietors,  partnerships,  and  S-corporations  are  allowed 
only  a  25%  deduction;  that  deduction  is  temporary.  Expanding  and  making  per- 
manent the  tax  deductibility  of  premiums  would  enable  many  of  the  nearly  five 
million  uninsured  self-employed  to  buy  coverage  for  themselves  and  the  millions 
they  employ. 

CONCLUSION 

While  no  health  reform  plan  currently  proposed  is  a  perfect  one,  NFIB  strongly 
believes  that  we  need  to  enact  a  reform  package  that  achieves  three  main  objectives: 

1.  Brings  down  the  cost  of  health  insurance. 

2.  Stabilizes  the  often  unpredictable/fluctuating  health  insurance  system  for  small 
firms  and  individuals. 

3.  Expands  insurance  coverage  to  more  Americans  without  an  employer  mandate. 

Small  market  insurance  reforms  would  make  significant  headway  in  reaching  these 
objectives.  Congress  should  seek  to  ensure  that  insurance  is  affordable  and  acces- 
sible to  businesses  and  individuals.  Simply  implementing  reforms  that  will  help 
bring  predictability  and  competition  to  the  market  will  significantly  drive  down  the 
cost  of  providing  health  insurance  and  will  establish  coverage  for  many  of  the  unin- 
sured. 

We  look  forward  to  working  with  the  committee  to  craft  a  reform  measure  that 
will  control  costs  and  encourage  more  small  firms  to  purchase  coverage  for  their  em- 
ployees. We  hope  to  work  with  you  to  pass  a  reform  measure  as  soon  as  possible 
in  the  103rd  Congress. 

Thank  you. 
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